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PREFACE 


The contributors to tliis Jubilee Volume of Economic 
Papers have been all students of the School ; one of them, 
though not a student, started his career as a Research Assis' 
tant in the School. Some of them hold distinguished posi- 
tions in life ; a few arc on the staff of the School. Though 
it has not been possible to obtain contributions from several 
other past students who arc competent to write, this random 
sample of the products of the School may be taken to be fairly 
representative. I have been personally associated with all 
of them in one way or another and am glad to have the oppor- 
tunity to record my grateful thanks to them for their affec- 
tion for the institution in which they spent some of the best 
years of their life, and for the loyalty and pride with whlcli 
they look upon its growth. My thanks arc due to Dr. D. T. 
Lakdawala, Dr. M. B. Desai and Mr. K. S. Krishnaswamy 
for valuable help in editing this volume and in seeing it 
through the press. 

^Vc arc grateful to the Manager, Examiner Press, for 
printing the volume in record time. 


Scliool of Economics and Sociology, C. N. Vakil 

7th July 1947. 
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PROLOGUE 

By _ 

jc. iV. Vakil 

The political scene in India has changed so rapidly 
during the past few months that professional economists arc 
■compelled to think many times before airing their preference 
for this policy or that. Anybody who dares to speak out has 
either to jump into the fray as a “political” economist or avoid 
Scrupulously all reference to these dark events. The writers 
of the essays in this volume^ mostly past students of the School 
of Economics and Sociology, have preferred the latter course. 
Perhaps they will be accused of unwillingness to face facts ; 
they have braved it because they consider the chaos and bit- 
terness which prevail today as mere passing phases. It is 
with that conviction that they have addressed themselves 
to tlic several aspects of the problem witli which India will 
have to grapple sooner or later, viz. the problem of “full 
employment” coruistent with canons of social justice. 

Counsel on this matter becomes involved because of 
it possible hiatus. A line of policy \vhich ensures full employ- 
jnent of productive resources may not in itself promote a just 
distribution of incomes. On the other hand, a levelling of 
incomes through monetary and fiscal policies might act as a 
•deterrent on the volume of employment : a shrinkage in the 
demand for the product of one industry caused by the shift 
of incomes may, because of the prevailing multipliers, cause 
net unemployment of men and/or tcclinical equipment. This 
is particularly relevant when a transference of incomes from 
liighcr to louver groups causes unemployment in some other 
country and raises the problem to the international plane. 
Obviously, no nation can afford such a policy of full employ- 
ment at the cost ofsomc otJjcr nation. Any scheme which aims 
at full cmplojTOcnt the world over has to have a clear cut 
time shape. The proximate objective w’ould be the develop- 
ment of tlic backward areas of the world ; from the point of 
view of the more advanced industrial countries, this may 
mean shifting tlicir resources from export to home-consump- 
tion industries. This is not to say that they should move 
^o^vards autarky ; they should only reduce the proportion 
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of international to national demand for their products till 
other countries reach a level at which fair international 
interchange is possible. In the broader perspective, therefore, 
attainment of full employment would impose an additional 
obligation on the more advanced countries. They have to- 
wn rk for levelling incomes as much between nations as within 
them. Provided .this condition is satisfied, the problem re- 
duces itself to the pursuit by each government of a home- 
investment policy which assures full employment outlay, 
buttressed by such fiscal measures as arc necessary to remedy 
gross inequalities in individual incomes. 

Admittedly there arc certain limitations, conceptual 
and practical, which need to be recognised while discussing 
such a policy with reference to India. Speaking generally, 
there has not been a proper appreciation of the difficulties 
which arise from lack of perfect adaptability of technical 
equipment. While attainment of full employment depends 
largely on aggregate outlay, stability of full employment 
*‘must depend” as Prof. J. J. Anjaria emphasizes “on the 
proportions in which total outlay is distributed as between 
goods maturing at different points of time.” But then, 
who is to decide this distribution between investment and 
consumption outlays and how ? Should it be a Central 
Planning Authority deciding arbitrarily, or should it be the 
individual consumer on a free maiket ? An fond this is the 
question of the efficacy of the competitive price mechanism 
for allocating productive resources. While history has proved 
the inadequacy of such a mechanism, there are still some 
who would have us believe that if only the price mechanism 
were rehabilitated and rendered flexible, it would stabilise 
full employment. Apart from the unreality of a perfectly 
competitive price mechanism, it has been demonstrated by 
Prof. Lange (in the monograph reviewed below by Mr. 
K. S. Krishnaswamy) that rigidity of certain prices would 
not be such an unmixed evil as these economists make it out 
to be. It would thus have to be a compromise between the 
free market in which prices are sensitive to capricious changes 
in supply and demand, and the cast iron authoritarian economy, 
if a “proper” distribution of outlay is to be achieved, “proper’ 



PROLOGUE 


3 


in ihc sen^c of approximation to the esteem values prevail- 
ing in society. It is possible as Dr. Rao points out that the 
question of violence might infcrv'cnc and the compromise 
arrived at may have to respect some pet prejudices of the 
community. 

11 

Evolving such a ■ compromise in India, as clscwlicrc. 
consists partly in correcting the economic structure which 
lias become warped and inconsistent with the essential social 
values as a result of accident and incompetence in the past, 
and partly in replacing it with another tlirough better plan- 
ning and administration. DtHiciiliics met witii in tlic process 
of resettling war personnel arc an indication of tlic lopsided 
growth of employment during the war years. Dr. R. M. 
Ray suggests hotv a switch-over can be arranged tv'hich trill 
serve the larger interests of the country', but it is not just a 
question of finding cmplcymcnt to (he demebilised army or 
factory-personnel ; that would be even less than a palliative 
for the malady that afflicts India. Whai we need is a sclicmc 
for employing all able-bodied persons who arc willing to 
work. And there is no way out except through planned deve- 
lopment of Indian agriculture and large scale industrializa- 
tion. 

Few would dispute the need for an cficctivc agricultural 
policy though opinions as to ilic cfiicacy of specific measures 
might differ, ^fr. Abhyanfcar pleads for a policy W’hich 
Q.O/ieds, a viJX'/v/ivlXy TO.aegy.*. <iC v/tt waowa ta ciVJ.'.'a- 

lors, even when agnciiUiiral prices arc allo^\’cd to fall, by 
bringing do\\7i llic co':ts of production more tlmn propor- 
tionately. Clearly the ccst-price-structurc cannot be treated 
in parts, and any price policy in regard to agricultural pro- 
ducts is I>ound to create difiicultics — In the sh.ipc either of 
surplus stocks or of bottlenecks in production. To stabilbe 
production and incomes via prices, Frof Da^!^^a^.l recom- 
• mends a system of statutory fonvard-priccs with compeasa- 
lory p.tymcnL« by Government to producers whenever actual 
prices f.ill below' these pricer. In order to assure stability 
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in ihe employment of resources, it will be necessary to see 
that agricultural ‘ costs fit into the general pattern of costs 
in the society. There could be no such adjustment so long 
as the moneylenders and absentee landlords are allowed 
to squeeze the blood out of the cultivators. We want a dras- 
tic and imaginative reform of the land systems in India, says 
Dr. M. B. Desaij'so that the available land may be utilised 
better by more farmers. But as Dr. Desai points out even 
the most compact of agricultural policies would leave the 
problem of rural employment half solved ; there is bound to 
be a spill-over which must be absorbed by industries, large 
and small. 

While it is agreed that industrialisation should form 
the core of planning for New India, bitter controversy rages 
on the political question of state- ownership of industries 
and the moral question of violence and human degradation 
that form part of factory life. In there feuds, the economic 
question of managerial efficiency has almost been ignored. 
Mr. G. L. Mehta, himself a reputed businessman and admi- 
nistrator, focusses attention on the woeful dearth of mana- 
gerial personnel ; and whether the industries are nationalised 
or not, this fact has to be faced here and now. All our plans 
might be wrecked because of this bottleneck in the supply 
of efficient managers for our industries. We have to have 
obviously, some method of measuring efficiency in manage- 
ment — if we should reach our target of maximum industrial 
production with minimum waste of resources. The most 
obvious index of efficiency in an enterprise economy is the 
volume of net profits ; but with an impending transition 
frorh enterprise to planned economy, the volume of produc- 
tion per unit of management would perhaps be a proper 
index. However, so long as there is a private sector of indus- . 
try, the profit index would, as Mr. M. C. Munshi has pointed 
out, serve a useful purpose. It will assist the Government 
in deciding the rate at which industrial profits could be taxed 
without damping investment ; such a levy should just mop 
up what Mr. D. R. Samant terms “surplus” profits — i.e; 
“profits which are neither needed for maintaining the supply 
of investment nor are likely to induce its expansion.” Other- 
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Wise, either governmental or private investment will be less 
than whatit could be, with deleterious effects on employment 

in 

Clearly this applies to the whole gamut of taxation, 
debt and currency policies which would form part of “func- 
tional finance” in India Not all monetary wizardry can 
conceal the fact that the govcniments cannot provide m the 
near future all the sums we need for planning Because 
of such paucity, Dr D T Lakdawala argues that much 
depend' on deciding which investment projects should be 
taken up by Governments and when “If this job is done 
well, the finances of the future will be much easier to manage, 
and It will be possible to spare much larger sums for tir.ancing 
development plans ” 

Assuming tfiat a properly co-crdinalcd development 
policy planned, monetary or fucal policies aimed at regu- 
lating and canalising invc<tmcnt in the required manner 
would be effective only if the capital market is «usccptiblc to 
Treasury influence In India, the enormous mercase m 
note circulation and frantic borrowing bv the Government 
during the war years have Ind the unfortunate effect of en- 
couraging wild speculation in a none-too-wcll organised 
capital market ; cnlcrpri'c became “the bubble on a whirl- 
pool of speculation ” The extent to which this poison has 
fouled the sy'^tem is seen by the readiness — one could almost 
say eagerness — with which private a' well a' institutional 
vwstsVws wvwslwwwsw WwtVvTat. 

control of capital I'sucs ha« i.oi had the desired effect It 
has suffered, m Mr Parckh’s opinion, “partly by not being 
a part of wider integrated economic policy and partlv by not 
carrying cut it' limited function' with anv live «cn«c ” Tins 
explains the lopsidctl development of joint «tock banking in 
the country Banks and their branches have been estab- 
lished and worked with just one purpose — collecting large and 
quick dividends And m the cagcmc's lo grab, Iitllc or no 
attention has been paid to the structure of assets or efficiency 
in management of banLs This has get to be corrected; 
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Mr. Maliistc tiiink.s that the proposed Industrial Finance 
Corporation would be of .some help. It would perhaps be 
able to persuade institutional investors to invest more in the 
long-term capital market than in commercial paper. The 
mere establishment of such a corporation will not suffice 
when business morality is at its lowest ebb. Compulsion 
becomes inevitable, and a start has been made in the direction 
of strengthening the iiands of the Controller of Capital Issues 
and the Reserve Bank of India. The provisions of the Banking 
Bill recently introduced in the Central Legislature with a view 
to arming the Reserve Bank with extensive powers are exa- 
mined below by Mr. Nadkarni. 

Whether all that has been done and proposed will create 
an efficient capital market in the country is more than one 
can say. The odds, unfortunately, arc not in favour of such 
a dc\clopmcnt. We arc up against a situation studded vnth 
im]3ondcrablcs ; low business morals ; half-baked ideas of per- 
sons who arc in a position to influence policy ; and prevail- 
ing uncertainty in tlic political sphere, along with insecurity 
of life and property. True, it would seive no purpose to 
evolve a cut and dried economic policy for the country at the 
present juncture. But one could at least strive towards 
ridding the common man of his apathetic attitude and per- 
suade the businessman to take a broader national outlook. 
Certainly that is no small task, nor can it be achieved in a day 
or by a handful of men ; we may all have to struggle long 
for it. It is this realisation of the immensity of the task 
which gives a sort of unity to the series of articles in this 
volume. Would it be too much to hope that they will con- 
tribute, ever so little, towards clearing the debris which so 
greatly oppresses India today ? 
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THE LIMITATIONS OF FULL 
EMPLOYMENT 

J J A\jari\ 

It tends to be nssumed in more populir discu'SJons at 
any rale, that the main, iF not the onl> , end of economic policy 
IS full employment Thus what to llic Classical was a by- 
product of the optimum distribution of a\ailable resources, 
has come to be tlie major preoccupation of present day 
economists Isationally, as well as internationally, high * 
if not “full ’ employment has come to be accepted as almost 
an article of faith 

Like most economic doctrines, the doctrine cffull employ- 
ment ha« Its limitations The object of this paper is to 
emphasize some of them and indicate the dangers of equating 
the economic problem to the problem of securing and main- 
taining full cmplo\mcnt 

riiat tlic depression and unemployment of the thirties 
must be a\oidcd admits of little doubt As a League of 
iSations Report^ rightly puts ii “We for our part do not 
believe til It men and women, when the war i« over, vsill 
tolerate an organisation ofsociclv under winch those who arc 
willing and anxious to work arc deprived of the oppor- 
tunitv of doing «o ’ It is ncccs'^ary, Iiovvcvcr, to realise the 
limitations of the very concept we arc iniiig and aho of thc- 
pohcics tint can be designed to secure the objective in v icw 

n 

The concept of full cmployancnt v\as evolved in ccnncc 
tion vMih busmens cvcic anilvsr It has been defined vsath 


I Krjx»n f f J? c Dr c-at ‘>1 on rfo-omc IVpfn 
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rd'crciia' to iaboiir; full omploymcnl is taken to mean just 
lull employment of labour, 'J'hc assumption behind this was, 
natural enough ii. the eonlc.xt, that there was plenty of unused 
e*c]uij:)mcnt and e.Kce.sv plant c.ajiaeiiy, so that setting labour 
to work uculd automaiieally mean setting tliesc other factors 
■to work as ^vcll. 

CIlearly. therefore, recommendations as to policy based 
on this logic cannot bodily be apjdied to conditions as in India 
Avhere the resourci's to be combined uith labour are potential 
rather than actual. ]'(jr such underdeveloped countries, 
although a cyclical depression can be disastrous and must 
be guarded against, tlie main jiroblcm must be conceived 
of in terms o{' clrt'dof.mcnl rather than of full employment. 

Even for industrially advanced countries, hoM'Cvcr, 
the limitations of the full cmplojmeni policy arising out of 
the initial assumptions and the peculiarity of the contemporary 
;ij)jjroach to suclt jjroblcms have to be borne in mind. 

During the M’ar, full and even over-full employment 
was attained by the major belligerent countries : Germany, 
in fact, attained full employment by 1 935 through her arma- 
ment boom. This means that although at one time, depres- 
sion and unemployment seemed to be intractable problems, 
they arc capable of solution. Keynes’ contribution Avas to 
show that granted a certain over-all direction and control 
of the State, the problem of moving on from a position of 
slump, M’hcthcr cyclical or chronic, to one of prosperity could 
be managed within the general framework of — what at any 
rate looks like — a capitalist society. In fact, in retrospect 
it now looks as though getting out of a state of less than full 
employment to that of full employment is an easy matter. 
You have partly to raise pi'ofit expectations and partly to 
supplement and even supplant the profit motive by suitable 
monetary and fiscal means. The real trouble is that {a) for 
underdeveloped countries such fuU employment does not. 
mean anything like a full utilisation of their economic poten- 
tialities and {b) for developed as well as underdeveloped 
-economies, the prosperity thus secured might turn out to be 
-only precarious. 
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III 

(a) Thai full employment for labour need not mean a 
full uliJisation of a country’s undeveloped resources is by 
no means surprising In the “General Theory” Kcjaics 
assumes explicitly as guen “the exmirg 'kill and quantity 
of a\ ailnblc labour, the existing quality and quantity of 
available equipment, the existing technique, tlie degree of 
competition, the tastes and habits of the consumer, the dis- 
utility of different intensities of labour and of the activities 
of supervision and orgamsalion,as well as the social structure 
including the forces which detcimmc the distribution 
oftlienationial income ”* Building up a country industrially 
and commcrciallj is a problem on a diiTcrcnt plane altogether 
It prcsuppo'^cs a favourable monetary and fiscal policy but 
it demands, as in the ease of India, a much wider cct nomic 
and sociological attack aiming at an alteration of basic con- 
ditions, technological and psychological, assumed to be con- 
stant in the full employment analyse 

(i) The relevance of inch«ticitics of supply on account 
of the hcterogcncUvand lack of interchangeability of resources 
wa' poll ted out by Kc\ne« himself vvhen di«cu'>aing the pojsi- 
bilitv of prices and wages rising before full employment was 
reached * Developing this point, ihougli from a different 
angle, Kaldor^ stressed the limitations of full employment 
in V lew ofwliat he called “lwo(ccIinicalpcculiaritic« of modem 
induMnal societies” viz , the complcmcntaritv of the factors 
of production and their specificity Since, in the short run, 
tlic proportions in winch factors can be combined arc more 
or less fixed and since equipment is limited, full employment 
in an industry would connote full employment ri/Afr of equip- 
ment or of labour, output becoming inelastic at llie point of 
full employment of either of ilicsc TJic spccificitv of factor? 
necessitates that expansion in economic aciivnv should take 
place in lines which can use the cxisiing tvpes of equipment 
and labour Tor, if monctarv expansion lead' to an increased 

I 

J (»<-irral ’ I'acr 

3 In an articlr « tiilrU ital il a I Full ^ rv-i F ^ 

ITrt- l't3^ 
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demand for types of equipment and labour not currently^ 
available, it would involve readaptaticn, high costs and lo\\r 
productivity. Wartime experience in India is a striking^ 
illustration of the limitation on incrensed output imposed 
by both the above factors. Industrial output increased by 
about 20 per cent ; agricultural production remained morc- 
or less inelastic. The peak in most lines was reached by 
J 942-^3, later ycai's registering considerable setbacks,’ in 
spite cf continued monetary expansion. 

But more serious than these bottlcnceks limiting the effi- 
cacy of a fuU employment programme is the danger that in 
the process of attaining full employment, investment goods 
industilcs would probably have expanded to a scale which 
cannot be maintained for any great lengtli of time except by 
means cf stringent controls. This is because of the fact that 
under the existing industrial system, fluctuations in such indus- 
tries arc always greater than in the consumption goods indus- 
tries. Once, therefore, ^vc visualise the problem as of full 
employment oi/cr/imcratbcv than at apoint of time, iheClassical- 
Austrian problem of maintaining a balance between the ex- 
pansion of consumption goods industries and production 
goods industries so as to evolve a time structure of produc- 
tion in more or less close correspondence to the community’s 
distribution of expenditure over time as between the output of 
tliese becomes just inescapable. To quote Kaldor again, it 
is not enough to act on the liquidity preference or the mar- 
ginal efficiency of capital ; the propensity to consume has to- 
be regulated, not just once for all but continuously. 

The full employment equilibrium of wartime is not stable 
exactly because apart from the fact that it is associated with, 
more than the optimum total expenditure, it does not conform 
to the peacetime distribution of the community’s demand 
between different types of consumer goods and also between 
consumer goods on the one hand and capital goods on the 
other. The necessity of controls during and after the war 
follows directly from this factor. 


1 Reserve Bank of India Bulletin, January 1947. 
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Since Keynesian analysis emphasizes the monetary more 
than the real aspect of the savings-investmcnt-incomc proccs- 
:scs, it seems to give inadequate consideration to this problem. 
It seizes on the fact that there is underutilisation of capacity 
in consumption goods industries as also in capital goods indus- 
tries during the depression and proceeds to sliou* how both can 
be stimulated simultaneously. The main problem is the 
■creation of a certain aggregate of cficctivc demand. This 
•ought to be done preferably by stimulating investment, but 
it could be done by advancing money to consumers on any 
pretext, in reward, say, for digging holes in tlic ground and 
filling them up again, so that monetary' demand is pushed up. 
Problems of “forced” saving or of maintainingatimcstructurc 
<if prodvKtion which corresponds more or less to the “volun- 
tary” distribution of the community’s income stream over 
time do not u’ony Keynes, for, although he stressed dynamic 
factors like expectations, Ills analysis is in essence static, pic- 
turing adjustments as instantaneous with no need for “dating.” ' 

Could we, then, conclude that in the Kc>7icsian way 
of thinking, any distribution of resources between consump- 
tion goods industries and capital goods industries would give 
a stable position of full employment equilibrium ? Such an 
Inference— or charge — would appear to be unw.irrantcd, 
for in order to perpetuate astatc of “boom” or “quasi-boom,** 
Keynes recommends a progressive reduction of the rate of 
interest so as to bring about a “euthanasia of tlic rentier;’* 
secondly, a radical policy of stimulating consumption through 
taxation of large incomes and inheritance ; and tliirdly, “a 
somewhat comprehenrivc socialimtion of investment.” This 
last is evidently a far-reaching change in the socio-economic 
system, although it docs not involve socialism in the sense of 
state ownership of the instruments of production. 

Call this a difference in assumptions, or a difference in 
logic, tlic significant point is that we have really to choose 
between keeping up full employment by Kcync<ian means, 
if SVC attain it that way, .and keeping a close watch through- 


I Habrrirr: Pro«j'rnfy a.'xJ Dcprc«ioa {lOM cJitionl, p. H'J. 
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out ill the Classical-Aiistrian manner on the right relationship 
between tlic clistriliution of expenditure and employment 
in the consumption goods industries and capital goods indus- 
tries, retaining througiiout the consumer’s choice in respect 
of the use of income he has at his disposal. A considerable 
part of the difTcrcnccs of opinion as between, broadly speaking, 
the orthodox scliool and iIjc Keynesian school could thus be 
explained in terms of tlic sort of socio-economic arrangements 
which the two visualise as evolving any way or as worthy to 
be evolved by deliberate policy. While the more orthodox 
among economists assume the decisions to save and to invest 
to remain with private individuals during the upward phase 
and tliroughout, tliis socialisation of investment which Key- 
nes ends up with enables him to dispense with this aspect 
of the problem. Now, it has always been understood that 
given a “sufficient” amount of socialisation, the trade cycle 
could be eliminated. The problem really is to discover 
whether the maintenance of full employment is compatible 
with individual enterprise in which state regulation is marginal 
and corrective in the main. 

Arguing along similar lines, Sir William Beveridge dis* 
tinguishes between what he calls a “policy of public works”" 
which he considers inadequate — and “a policy of full employ- 
ment.”’ The former is conceived as marginal and correc- 
tive ; the lattei is a policy of “socializing demand,”^ though 
not production necessarily. 

This is not to suggest that the Keynes-Beveridge policy 
is unsound ; the point is ; full employment implies the accep- 
tance of centrally directed investment, if nothing more. For 
a country like Britain which accepts national ownership oT 
vital industries, this acceptance may raise no difficulty. But, 
it is certainly doubtful if other countries like the U.S.A. 
which subscribe to the full employment creed accept this prin- 
ciple of “socialising demand,” as Beveridge puts it, or “a 
somewhat comprehensive socialisation of investment,” as Key- 
nes expressed it. For practical policy, whether the incipient 


1 Full Employment in a Free Society, p. 262. 

2 Hid, p. 190. 
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business recession m the USA o\er the nc\t feu montfis 
IS going to be n mild one, is is gcncnlly expected or of 'i cit is- 
troplnc t)pc, '\s some vre inchncti to believe, will probibly 
bcorgrcntsignificTncclc the futurcoutlook of the industrnlly 
advinccd countries on the trade cycle problem nud policy 

\ 

It nppeirs from the above tint the approach to econo- 
mic problems uitli full employment the central objective 
is of onlv limited nractical Mgnife nice and is, theoretic illy 
somewhat midciding It pioccctls on certain very special 
assumptions, true of highly iiidu<ftrnhscd countnes in a p irti- 
cularpha'^c, the low or diminishing marginal propcnsitv to 
consume the reluctance of labour to accept a lower real 
wage through a reduction in money wages an interest rate not 
responsive to or cfTcctivc on profit c\p''ctations and lo 
.addition, a high elasticity of supply 

Its significance lies m the new emph'i'^i'i on the pnnctplo 
of cfTcctivc aggregate demand vvhicli determines so to say, 
the pitcli atwhicli thecconomic wstern works Dial monctaiy 
under consumption can thvv irt economic progress by a pro- 
cess of attrition, characterised by lower investment lower m 
comes and frustrated savings all round is indeed, a valuable 
addition to our knowledge of the relationship between mone- 
tary and real phenomena in the complex economic svstem of 
today 

Itv theoretical failure bc' in neglecting to emph isizc the 
importance of proper dislnlnitinn of die total outlay or ex 
penditure which needed for full cmplovancnt N itionaliy, 
u: well a« intern itioiulh, the <tabihiv of full cmployTiicnt 
must depend on tfic proportion* in winch the total outlay is 
diMribiitcd as bclv^ccn goods maturing it di/ftrcnt point of 
lime M) tlnl investment and consumption Iccp in step, fol- 
lowing the dtMrcd pattern \nd this implies bringing m 
classical ainlvsiis right back in the centre of die picture 

Tiieix IS therefore no escape from the o’ 
that the cconomisi s fuiKtion is rcillv to 



10 


PAPERS IX ECOXO^^ICS 


of economic (suitably defined) welfare and tliat this presup- 
poses taking into due account tlic two main criteria of prospe- 
rity, viz., real income consumed and real income produced. 
The third criterion, namely, full employment would be a 
■good index during the dcpre.ssion phase, As'hen improvement in 
this rcsjDect would involve more or Jess all-round expansion. 
Even so. unemployment is a fiinclion not merely of the general 
economic situation but also of the rigidity of wages which, 
in turn, depends on the strength of trade union organisation, 
the attitude of the State and such other institutional factors. 
Eurther, in under-developed countries, as we have seen, the 
immobility of labour is so great that a slump would manifest 
itself in extensive ‘‘disguised” unempicyment and/or even 
harder work to maintain incomes in the face of a sharp fall in 
prices.’ All in all, the approach to economic problems in 
terms of full cmplo)*mcnt seems to be no more than a symp- 
tomatic treatment rather tlian a fundamental diagnosis. 

Real income consumed and real income produced remain, 
therefore, the basic criteria of prosperity. The two diverge 
■by the amount of additions to or drawings upon the capital 
resources of the country. It is possible, as for the U. K. in 
-wartime, to draw’ upon one’s investments and maintain con- 
sumption, as it is possible, and may indeed be desirable, say, 
for purposes of development, to restrict real consumption 
and add to the future real income produced. A close 
analysis of these magnitudes and their variations w’’ouId give 
a dependable picture of the economy ; the problem of employ- 
ment Avould then appear as one essentially of matching the 
demand and supply of labour by a proper handling of indus- 
'Srial location, labour training and mobility of resources. 

VI 

If the reasoning above is correct, it follows that the some- 
what excessive pre-occupation of the mid ’thirties with econo- 
mic aggregate rather than with relative valuation will hav< 
to be corrected in favour of the latter. It is true that the ana 
lysis of relative values does not exhaust the economist’s fune 


1 Haberler : Prosperity and Depression, pp. 260-261. 
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tion which rejTiains, to use an old-fashioncd definition of 
Caiman’s : AVhy all of us arc as udl ofT oi ill ofTns \ i .irr 
and why some of us aic better off or worse off than sojtv 
others. It is not as if we ha\c, firet of all, a theory' of O i 
put and Employment as a wholes and, then, .a Theory of \ alu 
and Distribution analysing the alloc ilion gnen scarce n 
sources as between different uses- I he t^\o must go liand 
in hand, since different uses or alternatives open relate as much 
to the vertical as to the honzuntal allocation of resources. 
Some passages in Kevne’s “Gmcral Theory” seem to '■uu'gcst 
that the classical theory of value and distribution tome> ano 
its own only aflrr the point of full cmployTiicnt cquiliiiriii.o 
is reached and that it is, therefore, a special ca«c On "C.n 
tiny, this docs not appear to be a sound position Kevnr-, > 
theory has been developed on the a<sumj)tion’ that ihe rins 
of remuneration of the different factors of production w’liu h 
enter into marginal cost all change in the same proportion 
as the wage-unit, — a device to assume away, for the time being, 
the problem of relative cliangcs. But, csscnii.illv, this is not 
a problem that can be taken up separately or ajlcr full employ - 
ment has been attained ; foi the tot'd oiitpui and employ- 
ment On the one liand and the ma.rimis.uion of avadable* ic- 
sources at each stage on the othc'* are so intertwined th.ii the 
pursuit of one at the cvpcnsc of the other is hound to upvet 
the analysis worked out in terms of citlicr. The “General 
Theory” thus provides a necessary' corrective anda supplement 
to the classical analysis ; it is by no means a substitute 


Frof.J.j. Anjaria, Af.A. (Sort,), AT,Se. (S^onomics, Uni), 
Seadtrin Economics, ViAursth itclool of Eco'cnla ani ^onolo-y, 
joirM the siajfofihc SeJool m Since October t>jf> hs services I c.' 
ieen lent by the L'nt.erstl) to the Irtcrnatioral Mor^taiy lurj, \l’cfhtr(:!on. 


1 Oen<rf aJ 'H ieon , J> ajV 



PRICE FLEXIBILITY SND EMPLOYMENT^ 

By 


K. S. KrishnaswaMy 

In a mixed economy, the success of a full employment, 
policy would depend upon factor .prices being responsive to 
changes in governmental outlay, and factor supplies to prices. 
If the sector in which prices are initially affected by govern- 
mental demand is large enough, and if the price variation is 
considerable enough, a tendency on the part of factors of' 
production to move would be checked partly by an increase 
in the supply of factors of production and partly by a rise in 
factor rewards in the other sectors. This would doubtless 
depend on several conditions being satisfied. While the size 
of governmental outlay is important, the speed and magni- 
tude of adjustment of prices of factors of production necessary 
to bring about full employment vary in accordance with the- 
value of the investment multiplier. Monopolistic and monop- 
sonistic elements in the community are one damping in- 
fluence; a low marginal propensity to consume is another. 
Other things remaining equal, governmental outlay would 
tend tp add less to aggregate effective demand (and therefore 
employment) the greater is the average degree of monopoff 
in the community. For, assuming that some, factors of pro- 
duction are in excess supply an increase in governmental 
demand for goods in the production of which these factors 
are used will create initially an excess demand for these goods- 
at the prevailing prices. If these prices rise, there would 
eventuate a diminution in the excess supply of factors of pro- 
duction ; the increased outlay would then constitute the in-' 
come of factors hitherto unemployed — ^provided no mono- 
polistic and/or monopsonistic surpluses accrue in the process. 
It may also be presumed in these circumstances that the margi- 
nal propensity to consume of those to whom incomes accrue- 
is sufficiently high. 

1 Being a review of /’rice Flexibility and Employment by Oscar Lange- 
(Principia Press, Bloomington, Indiana, 1944, pp. 114). 
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On this argument, e/Tcctncnc^s of governmental policy*^ 
would be judged from the approvimation of the realized 
market mechanism to conditions of perfect competition 
Given perfect competition, for total stibilit) of cquilibnum 
of the system it is es'^ential that there should be neither execs.'; 
supply nor excess demand anyivhcrc in the system relative 
to a dctcrmimtc set of prices, also, these prices shoiild be 
sufiicjcntly sensitive to render any excess supply or demand 
sclf-limitmg It would then appear that mamtenTnee of 
full employment amounts to maintenance of a stable equili- 
brium at a certain set of pnccs — including the “price ’ of 
money If this is accepted, prolonged uncmployincnt of 
resources would be an evidence of rigidity of one or more 
prices m the system , and governmental policy designed to 
achieve full cmplojmcnt will Jnic to Invc is its objective 
the elimination of such rigidities * Arc we then to concludi 
that the problem of full employment policy is just a problem of 
maintaining prices whicli arc sensitive to changes m (govern- 
mental) demand^ This may be said to be the question whicli 
occupies the background of Professor Lange’s brilliant mono- 
graph However, he approaches the problem from a funda- 
mental theoretical angle and touches on the question of policy 
only in the final chapter 


II 

Before taking up Professor Lange’s arguments, u may 
be advantageous to bring out the implications of the thesis 
which makes pncc-ngidity thcviiiam of Uic piece 

“The price ofa good is said to be flexible if it fill< when- 
ever there IS excess supply of and n«cs whenever there is ex- 
cels demand for the good ’ (p 2) * Pncc-flcxibility in this 
*CDSCis necessary for stability of equilibrium under competi- 
tive conditions, so that any movement out of cquihbnum 

I It maj l>c mrfltionnl that boJi ptanr«n am! anti plannm arerpf thru 
Anti plannm artpic that Go^rrmnenlaJ imcn-m on mak-j for n«f»d ly and 
ihett/ctt 1 $ rrprrhfni I It Ilannert ancur U at kiocr cofrprt item n inv. 

postjble an) pol cy irh a m» at m»»\nnjr ail i* tlonrord to fan— 

licncf thr aJimiatuT of pbanir? mi h more or less of pr cr- rr^Ution. 

5 Ijntie f/- ftl \I1 nuoutto-i n thr inct nf eh arc Jot ovitxf hy payy- 
tiumlxT* in jiaraathrH* arc from Lan^ • boot. 
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M'niild bo self-limiting. But this implicitly assumes that when, 
say, an excess supply of a factor causes a price-fall, the aggre- 
gate cllcctive demand in the system is imafTccted ; otherwise 
there is no n-ason why tlic price-fall should eliminate excess 
supply. It is- against this scvcrcncc of tlie connection bc- 
hvecn aggregate efrer.ti\-c demand and prices tliat Lord Keynes 
protests. While it i.s a perfectly valid assumption in regard 
to an individualistic anaKris, it docs not hold for an aggrega- 
tive analysis. Once this connection is recognised, it ^vould 
be argued that certain ])ricc-rigiditics arc more stabilising 
than otherwise — for instance, inflexibility of money-wages 
in the Keynesian set-uj). “The reduction in money- wages 
will have no lasting tendency to increase employment except 
by virtue of its repercussions either on the propensity to con- 
sume for the community as a whole, or on the schedule of mar- 
ginal eflicicncics of capital, or on the rate of interest.”’ And 
“a moderate reduction in money- wages may prove inade- 
quate while an immoderate reduction might shatter confi- 
dence even if it were practicable.”^ 

Secondly, the role of money in aggregative analysis 
is not just a passive one of serving as a tuainraire, so that 
repercussions of pricc-\’ariations %vould be confined to the 
supply and demand-schedules of goods and services only. 
Relative to any set of prices, demand for money is determined 
as much by a preference-schedule in which; amongst other 
things, time is significantly involved as by the supply of goods 
and services at those prices. It will therefore be essential 
to consider the demand for money as arising from both current 
and speculative transactions.^ Analytically, it would still 
be possible, if need be, to consider the demand for money 
■ for speculative purposes as equal to zero ; the prices existing 
on the market at any moment would be supposed to continue 

1 Keynes : General Theory, p. 262. 

2 Ibid, p. 267. 

3 Keynes uses tlie word “speculation” to denote “the activity of forecasting 
-the psychology of the market” (op. cit. p. 158). This is too wide for our purpose, 

• ^ince we are concerned with transactions tlie motive behind which is the e.ypecta- 
- lion of a price-change, rather than a discrepancy between the esteem-ratios 
and current exchange-ratios of goods and services. (Gf. N. Kaldor. RES 
t; J939-^0j p. 1)-. 
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in llic future aboj Butin practice, this would be unjustified, 
as pricc-cxpcctations would be in a continuous state of flux 
Since governmental policy lias a necessarily monetary bias, 
it will be essential to relate it to liricc-cxpcctations as murii 
as, if not more than, to current relative prices. Stabilizing 
pricc-cxpcctations may then be considered as a desideratum, 
and this ^vould argue in favour of maintaining some pricc- 
rigiditics at least. 

TJiirdly, it is based on the conviction that perfectly com- 
petitive marlcct behaviour is compatible with private organi- 
zation of large-scale production ; jiricc-rigiditics arc taken 
as indications of failure of the competitive process rather than 
of capitalistic mass-production. This h not borne out by 
facts. Monopoly* is inevitable wherever technological con- 
siderations weigh heavily on the side of the large-scale produc- 
tion unit ; and tvith such monopolies, more or less of pricc- 
inflc-xibiliiy obtains somewhere in the system. Liquidation 
of monopolies to secure flexibility of prices would strike at 
the volume of output and therefore of employment. To 
justify its existence, the capitalistic enterprise economy should 
make possible not either greater output or greater flexibility 
of prices but both simultaneously. Inasmuch .os the capitalis- 
tic system fails to achieve this, it loses its raison d'lre. The 
alternative is tol.al or partial socialisation of productive acti- 
vity, uith prices regulated rather than allowed to adjust 
on a market. Since we arc concerned here with a mixed 
economy, this would mean nationalization where the large- 
scale unit is inevitable and trust-busiing sdicrc there is not 
much to choose between the la/jje— and small-scale units 
on grounds of tcclinology. This would cf course create two 
distinct sectors— a monopolistic nationalised sector and a 
competitive private sector — but any flexibility of prices pre- 
vailing in the latter would not be of the speeifiration indicateti 
above. Such an arrangement cannot be justified on grounds 
of promoting that flexibility of pricc5 u-hich maintains tot.iI 

I 'n-.h n r4'<-, of unit cf cT]>«^atiom” (HirLi . I 

uitJi a cutnLtnt ra*'" cf timr.prrf-rmct a*Kl itaiifin- 

aiy iwffrrrnrr *clirdu!<i. 

£ tu., rntfcprcncisnial adjuiinvst of outpuis prico on a rurlrt. 
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Stability of equilibrium of the system. It derives its force 
from the negative argument that competition has little chance 
of sm-viving under a capitalistic organization either. 

So, any study of the relation between price-flexibility 
•and employment will have to recognise these implications. 
Changes in the levels of income, propensity to consume, 
the state of expectations, monopoly power and capitalistic 
•growth need to be considered vis-a-vis changes in prices. 
It is particularly in respect of these that Professor Lange’s 
ibook is most helpful. 


Ill 

Three repercussions of a change in the price of a factor 
'of production are recognized by Prof. Lange, as a result of 
which an excess supply (“under-employment”) or an excess 
•demand (“bottleneck”) might be eliminated. Suppose there 
is under-employment of thefactorand its price falls ; a conse- 
quential discrepancy between the ratios -— value product 

marginal factor cost 
-of each of the factors leads to an “intra- temporal 
substitution effect,” causing the excess supply of the other 
factors, whose prices fall. The marginal cost schedule of 
output is thereby lowered, so that on the profit-maximisation 
assumption, there is an “expansion effect” to restore equality 
ibetween marginal revenue and marginal cost of output.’ 
-Simultaneously with these two effects, there maybe an ^’^inter- 
temporal substitution effect” — based once again on the profit — 
•or satisfaction — ^maximisation assumption, in the form of 
substitution either between money and assets, or between 
assets of different durability. ^ Since in ter- temporal substi- 
tution depends on discounted future prices, it is convenient 
to consider this effect while examining the role of expectations 
and uncertainty in Lange’s system. 

1 This ■would amount to the equation of price with average cost of product 
under perfect competition. 

2 “Assets” as defined in Marschak : Money and the Theory of Assets, 
JEco/iometrica 1938, p. 313. 
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TIjc possibility of an expansion cficct brings money 
directly into the picture. An excess supply of one factor 
resulting in the excess supply of others thereby causing a fall 
in the prices of all of them, must lead to an increase in the 
demand for all of them if there is to be an expansion of output. 
This is merely a concomitant of the change in the real \aluc 
of cash balances held by (in this connection) the entrepre- 
neurs, ulio promptly set about substituting goods for cash 
balances (i.c. money) oi iKtuna as the ease may be. When 
this happens in respect of all commodities — tliat is to say when 
for a fall in the general priccdcvcl goods arc substituted for 
money and for a rise money for goods — there may quite con- 
ceivably arise an excess supply or demand for casli balances ' 
TIic possibility, therefore, of changes in the demand for a 
factor as a result of the change in tlie demand for cash balances, 
must be reckoned, in contradistinction to changes in demand 
for the factor wlucli arc due to variations m price-ratios ® 

1 Tlii< M snlj«fquentl\ taken m “tfaP* termt and '‘corrected” for chanties 
it) ifie price Ie\e[, iIickIiik; ii t>v anarbi(rar% number uliicb eliant^i in the 
Mm- nn portion it tlie prices fn onler that the real demand for each balances 
ahoulfl remain ron<iant. the real<iinniii> of monex shiuild increase as prices fall 
an<l tall atpncea ri,e 

d Thu ran be «liown dia^ammaticalh at adwimrtion between moxcnient 
from one inditT-Tdier cunr to anotlicr and moxement alunt; an intlifTcrence 
<ur\f I Of inttani.e, assume two |>effectl> sulTsliimatile farit r» tlie price of 
,-adi l>citjg an tncrea'im; funetmti of its rxc-ss demand With i p\rn quant il\ 

ormiines an excess suppl) 
ofsine fact or rausrs It spri- 
er to fall, because of per- 
fect suintitutahilitx the 
price of the other factor 
need not fall, as Ions; as 
expansion ofoutpucis|>os- 
uhle In thr adjoining 
fispire Ii an 1 fj are it- 

sx^uanis.Ni Mi N| M- 

4ntl\2\l3 are* i'OCfwt” 
rurso— le curses imb- 
catin? s-rsire ronibiin- 
lion tint base Itir sanse 
monrs emts Ilic common 
tant:cnt l*|, I’- 

and Pa are minmuin 
eost psHiium, rr«pectjsrls' 

fif (il di- < ’ 1 at 

ihecJdprifrt ofM A 

fii) tJ e new cKjiput at 
alierrsl p-iee ctf M 
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Hence Lange’s monetary effects : We shall say that the mon- 
etary effect is positive -when a proportional fall of all prices 
causes a substitution of goods for money and a proportional 
rise of all prices induces a substitution of money for goods. 
When the opposite happens, we shall say that the mone^-ary 
effect is negative. Finally, the monetary effect will be said 
to be absent, when there is neither substitution of goods for' 
moneynorof money for goods” (p. 7). Thisspecific treatment 
of demand for cash balances presumes definite expectations, 
with elasticity of expectations equal to unity, so that there 
is no inter- temporal substitution between money and goods. 
With the help of this postulate, Lange is always in a position 
to explain excess supply somewhere in the system by excess 
demand somewhere else. ’ So that, in its most general form, 
Lange’s system includes, amongst others, those of Lord Keynes 
and Professor Hicks ; these two systems are derived, res-' 
pectively, by considering certain excess demand functions as 
homogeneous of zero degree in certain prices, and by making 
all elasticities of price expectations equal to unity. 


The importance of the monetary effects is enhanced by 
inter-temporal substitution which arises as a result of matching 
the current price against the discounted present value of the 
expected price of the factor. Barring uncertainty,^ tlierc 
are two elements of significance here viz., the (subjective) ex- 
pectation of the price at the end of a certain period of time, 
and the rate of interest on a loan of that duration which 


1. A case in point is Lange's explanation of equilibrium with the Keyne- 
sian “involuntary unemployment” (p. fin). W'licn the assumption that _ the 
supply of labour is infinitely elastic up to the point of full employmciit is waived 
such a position becomes a special case of excess supply of labour, arising out of 
an excess demand for cash balances, when all other excess demands Jiave an 
equilibrium value of zero. If, money wage rates being what they are, the 
quantity of money is increased, so that there is a diminution of the excess demand 
for cash balances at the prevailing prices, cntrcprencurers may hold ris much 
money as heretofore and yet supply more employment than before. J here is 
then a diminution of e.xcess supply of labour .along with .a diminution of excess 
demand for eash balances: svhen both disappear, there is Keyneuan fiill em- 
ployment or Lange’s equilibrium. Compare this e.xplanation with Keyn^- 
restatement of the Quantity Thcorv' of Aloncy. op. eit., p. Also with I-- 

Alodigliani : Liquidily Preference -vid ihe Theory ej Interest nrA Moi.'j l.ronotnetnca 
(1014) pp. Go-tifi. 

2 See below, p. 1 o. 
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gives the discount factor.' Given the rate of interest, inter- 
temporal substitution would be in accordance witli tlic elasti- 
city of expectations, and would affect the real demand for 
casli balances by a posijjoncmcnt or speeding up of purchase'" 
and sales. If the current price rises, when elasticity of ex- 
pectations is greater than unity; or if cunent price falls 
when elasticity of expectations is less than unity ; the dis- 
counted present value of the expected price is higher than 
the current price. There will ensure a postponement of sales 
and a speeding up of purchases — in Hawtrcy*s terminology', 
a “release of cash’* — reducing the real demand for cash balan- 
ces. A price-nsc with elasticity of expectations less than unity 
or a price-fall \vith cl.asticity of expectations greater than 
unity, would cau^c an “absorption of cash,’’ and inc^ca^c 
the real demand for cash balances. When the elasticity of 
expectations is equal to one, there is no inter-temporal substi- 
tution. Since elasticities of expectations may be difTcicni 
in different markets, tlic net effect of inter-temporal substitu- 
tion on the real demand for cash balances is taken. “^Vhcn 
the net effect is to vary the real demand for cash balances 
in the same direction as the change in current prices, we 
shall say that price expectations arc prerailin^ly inelastic. 
Correspondingly, we sliall say that price expectations are 
(nevallin^l)' clastic, or of unit elasticity, when tlic net effect is 
to vary tlic real demand for cash balances in opposite direc- 
tion to the change in current prices, or not to vary' it at all’’ 
(pp. 22-2r»). Since this net effect might raise or lower the 
rca^ excess demand for c;is.b b.alanccs, the possibiVny of ’“'‘undcr- 
cmploynicnr’ or “bottleneck” situations arising out of inter- 
temporal subuiiution has to be recognised. 

In i\\<y caws, a fall in the general price level, interest 
rates remaining equal, would cause inter-temporal subslitu- 
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tion in the opposite direction to intra-temporal substitution 
and expansion cfTccls, as can be seen below : 


ChirrriU 

jtricc-levcl 

Inir.'i-temporal rfTrct'; 
(•au.se real demand for 
cash balances to 
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prevailingly 
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Intra-tcmpoi'alJy the monetary ciTcct is positive, which 
is hampered by inter-temporal substitution then price-expec- 
tations arc prevailingly clastic. This has to be remedied by 
appropriate changes in the real quantity of money, that is by 
the “responsiveness” of tlic monetary system. The system is 
said to be responsive, neutral or unresponsive according as 
the real quantity of money changes by an amount greater 
than, cqu^ to or less tlian the change in tlic real demand for 
cash balances (p. 23) If a positive monetary effect should 
be assured, whatever tlic elasticity of expectations — so that 
under- employment of a factor is removed inevitably by a 
price-fall — the monetary system itself should be capable of a 
good deal of adaptability. For “(prevailingly) elastic price 
expectations require a responsive, whereas (prevailingly) 
inelastic price expectations require an unresponsive mone- 
tary system. (Prevailing) price expectations of unit elasticity 
require a monetary system which is responsive when prices 
are falling and is unresponsive when prices are rising” 
•(pp, 23-24 — Parantheses added). This is Lange’s General Rule, 

1 When there is no change in tlie real demand for cash balances, the mone- 
tary system is responsive, neutral or unresponsive according as the increment in 
..■the real quantity of money is>’||< o (Incidentally, the inequalities in n/ 
^p. 23 have been wrongly printed). 
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to wJlich lie attaches considerablcimportancc. It makes out a 
ease for monctar)' management, and in Lange’s opinion “the 
ndopiion of a monetary s>»stcm, managed according to the 
General Rule is the first condition cf economic stabi- 

lity in our times” (p. 6G). 

Tliis conclusion is not afTcctcd if the assumption of con- 
stant interest rates is waived. When, c.g., there is a fall in 
the price-level, the real earning power of assets (bonds) whose 
redemption price (at the end of the time-period whicli is 
considered) is fixed in terms of money increases. The real 
demand for these assets increases which, unless counter- 
balanced by an equivalent increase in the real supply of such 
■assets, causes tlicir price to rise — which means a fall in the 
rate of interest on bonds of that duration. Consequently, 
the discounted value of the expected price rises, and adds 
to the relative attraction of current price for purchasers and 
of future price for sellers. If, therefore, the monetary system 
is such tliat a fall in prices aUva)*s causes a positive monetary 
effect when inicrcsi rates arc unchanged, reaction of interest 
rates to price-changes will, if anything, buttress the stabil- 
ising forces in ojicrntion. It is only when the monetary 
■ciTcct itself is destabilising — i.c., when the real excess demand 
for cash balances varies inversely with price variations — 
that a change in the rates of interest contributes towards 
instability. 

Given flexibility of prices, therefore^ under-employment 
nnywhere in the system lends to be self-limiting or cumula- 
tive according as the monetary effect, taking all tilings into 
consideration, is positive or negative. If there is a persistent 
tendency towards negative monctar>’ cficct in a system, the 
cumulative destabilising influences will have to be met not 
by rigidity of prices, but by “negative pricc-flocibiliiy.” 
Th.n is to s.iy, the price should rise for an excess supply of 
anti fall for an excess dcm.md for a goo'f ’ .* 

it must become an “inferior” good. 
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IV 

With the help of these “effects” Prof, Xiange examines 
an amazing array of modelSj proceeding gradually from the 
closed, perfectly competitive “static” economy to the open, 
imperfectly competitive, “dynamic” economy ; and then to 
an examination of the “progressive” state — that is to say a 
state in which propensities to consume, capital accumula- 
tion and methods of production are themselves liable to change 
along with everything else. The shift to a closed “dynamic” 
economy with monopolistic competition is achieved with nothing 
more than a few corrections, (i) Definitely expected prices 
arc replaced by a most probable price, in the discounting of 
which a risk premium is allowed, (ii) Equilibrium is rede- 
fined so that it is disturbed by monopolistic under-restriction 
and over-restriction instead of by excess demand and excess 
supply.’ fiii) Marginal revenues, marginal expenditures, 
and their expectations replace prices and price-expectations. 
Subject to these corrections, the conclusions reached eailier 
in regard to the stabilising influence of positive monetary effect 
are true in this connection also. 

When, ho'wever, oligopolistic and oligopsonistic ele- 
ments intervene, the conclusions reached for monopolistic^ 
and monopsonistic situations do not bold, because a fall in 
the price of a factor may merely raise the difference between 
price and marginal cost, by reducing the marginal cost while 
the price of the product remains unchanged. Equilibrium- 
in an oligopolistic market being dependent precariously 
either on correctly conjectured reactions or on agreement, 
firms forming such a group are constrained to observe a certain 
“discipline” in regard to their price and output policies. 
The three “effects” may therefore be thwarted because of the 
fear of initiating a disastrous price- war. 

Similarly, international trade would be a stabilising 
influence if the international market is atomistic and if the 

1 In the event of monopsony, over-restriction corresponds to excess demand 
and under-restriction to excess supply. What holds for monopoly andmonop^ 
Sony holds for monopolistic and monopsonistic competition also, (bee next 
section.) . 
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'internal market “is not subject to too .strong negative mone- 
tary efTccts and too elastic effective price-expectations'* (p -IS). 
IF, on the other hand, thcintemational market is non-atomistic, 
the position is indeterminate. TItc effect of pricc-ncxibility 
.would depend upon (i) the effect of international reaction.'; 
on tlic real quantity of money in the internal market and 
(it) the possibility of monetary' systems which automatically 
adjust themselves to effects of international trade. The 
atomistic and non-atomistic international markets arc thus 
parallel to non-oligopolistic and oligopolistic internal markets. 
Except, thcicforc, when oligopolistic and/or international 
‘ reactions intervene, the General Rtilc ci*uld be taken as the 
• guiding principle for evolving policy. 

Prof. Lange then proceeds to show how cljangc-! in fJie 
propensity to consume and in iiivc‘tmcnt opportunities leave 
the conclusions, in the main, unchanged. An interesting 
point ari«cs in the discussion of effects of pricc-flcMbility on 
cmpb>iuci»t wlien these ch.tngcs arc present. And that is 
that under certain circumstances, de'-tabilising influences 
which diminution in the propensity to consume and 'or in- 
vestment opportunities might h.avc exercised arc i^hioncd’* 
by oligopolistic and oligopsomstic elements in the system. 
This is an obvious corollary' to the earlier dcstabiUsinp in- 
fluence c.f thc.se elements when the “rffccis** svould otherwise 
have stabilised tlic .«;ystcm. The significant point here is that 
■ when an expansion effect is thwarted by an incicasc in 
the ticgrcc of monopoly (i.c. price-marginal con) or of 

price 

monopsony (i.r. marginal cxpcnffrtnre— price), an excess 
}>rice 

Mipply in the system lentb to become '^cumulative. 
When, however, a contraction effect is tlnvartcd by a decrease 
in the degree of monopoly and/or monopsony, an excess 
supply in the system might be corrected. \\Iiich makes out 
a definite c.rsc against monopoly, because a reduction in it 
would reduce the tiamping effects of capital accumulation, 
and increase the cxJiilaraiing innuence of stability in censump- 
. tion expenditure. Tliis is further strengthened by the atti- 
tude of oligopolbtic and oligopsonistic . “ i., ■’s 
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innovations. “Under oligopsony they (i.e. innovations) tend 
rather to be factor-neutral, and under oligopoly there is a 

definite tendency for innovations to be factor-savin^- 

We know that oligopsony and oligopoly may thwart the effect 
of excess cash balances on tlic demand for factors of pro- 
duction. Irrespective of the nature of the monetary effect 
oligopoly provides a fertile .soil for the growth of permanent 
‘technological unemployment’” (p. 82). 


V 

7’lic foregoing bare summary docs less than justice to 
the beamy and amazing subtlety of Professor Lange’s thesis. 
To try to compliment him on this superb intellectual achieve- 
ment would be presumptuous ; merely to admire its magni- 
ficence would be jejune. It is, however, with a certain amount 
of trepidation that one attempts to pay a student’s tribute 
to a master, to indicate a few obscurities — for, is it not possible 
that the defect lies in the eye that sees rather tiian the thing, 
seen ? 

(1) Uncertaintv : As against a definitely expected price 
in tltc static state, the entrepreneur is confronted with “a. 
probability distribution of the possible values of the expected, 
price” (p. 29). The mode and tlie (practical) range of pro- 
bability distribution provide the most probable price and 
the degree of definiteness with which it could be expected. 
The difference between the most probable price actually^ 
expected and “the equivalent price expected with certainty”’ 
constitutes the risk premium (p. 31). Whence follow'S, when 
price expectations are subject to uncertainty tlie effective elas- 
ticity of expectations -which is “that value of the elasticity 
of expectation of the effective expected prices which is obtained 
when the risk premium is deducted from the (discounted) 
most probable price” (p. 32). All propositions about inter- 
temporal substitution based on elasticity of expectations are 
valid, mutatis mutandis, in respect of effective elasticity off 
expectations. 

Lange’s definition of “uncertainty” is restricted^ because 
it is concerned with anticipations of changes in price only. 
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“Subjective unccrtiinly” is thus divorced from “tccimological 
unccit'iint)” uhich is\cr> summirily t^c^tcd in i fool note 
<ub«cqiicntl> (p 71 n2) Kordocsbcm'ikcsufTicicntallow'incc 
for 'inucip'ition*! of changes in the probability distribution 
Itself j he IS concerned with a probability distribution The 
principal parameters of the probability distribution arc tlius 
single-valued The non 'tatic state dilTcrs from the static 
to the extent that definite price expectations arc replaced bj 
a probnbility di«tnbution» other things reviaining equal IF 
this condition is not sati'ficd, the dctcrmimtcncss which 
uncertainty is supposed to endow upon the economic lion- 
/on is V itntcd — c g , due to uncertain “elasticity of reaction 
of the discount factor corresponding to change^ m current 
pricc'5 It is bccau'c of this indcrtcrminatcncs? that flcxi 
biliiy and adapiabilitv arc “built into” plant When the 
parameters arc not single valued, inter-temporal substitution 
for maximisation of (discounted) yields from assets cannot 
be deduced definitively from the clTcctivc elasticity of ex- 
pectations 

llc<idcs, Lange is guilty here of what Dr 1 nedman calls 
“casual empiricism’’* The equivalent price expected with 
certainty is based on the “indirect empirical evidence’ of 
the existence of fonvard markets , whicli evidence, lie admits 
“lacks gcncralitv” (p IJn) Tlu' «liouId Iiavc prompted 
him to work with uncertainty-premium (which would be a 
iimc-functional) ratlicr than ri'k-prcmium fwhich is a time 
function) 

(2) Morololr The terms ‘‘under restriction” and 
“ov cr restriction” used ir this connection arc rather confusing 
\ monopolist is smd to undcr-rcsinct when, having sold more 
than llic equilibrium amount (tint is to say the amount which 
maximises his profit) he tries to restrict the supply and raise 
the price Inismuch as «ucli monopolistic undcr-rcstnction 
ruses the price, u performs the function of excess demand 
and therefore nnv be cor^idcrcd it« counterpart in the changed 


1 X! IfjfJnjti «•* £1—^ 71 1 Amfn.in 

l/x«n«R.c Kn»fv, Vpt 
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market sci-up.^ But tlic term is Jikcly to be taken to mean 
nisujiiruiif restrictifm of supply at a price oflered by the pur- 
cha-jcrs and fhcreforc ronstrued as excess supply. It would 
])rrha])s have been mon; appropriate to equate monopolistic 
unJer-re.Mnetion with r>:cess supply, since the rise in price 
which BjIIows is du(' not so much to excess demand as to reduced 
sui)ply. 


Apart from tiie terminological objection, the argument 
it^ei^ is open to a criticism. Taking, c.g., a monopsonist 
in the factor market, tltcrc is monopsonistic under-restriction 
^v]u'n he buys more than the equilibrium amount, and this, 
in Lange’s terminology, is parallel to excess supply under 
]ier/ect competition. The misori derive of such under-restric- 
tion is to restoic equality between the ratios of marginal 
\'aluc productivity to mar'ginni c.vpcnditure of the several 
lartors of production by reducing the pi-opoi‘-tion (and the 
price) of that factor relatively to others. This adjustment 
is dificrent from tire adjustment whiclr takes place on a per- 
fectly competiuA'c market where, as a result of excess supply 
ol’ the factor, tire price falls. There a consequential excess 
supply ol' other factors aidscs because tlie price “happens 
to have fallen” fi'om the point of view of each of the firms ; 
inira-tcmporal .substitution is due to the behaviour of each 
of the finns as if prices wci'c quite independent of its activities. 
Whereas from the point of view of the monopsonist the price 
docs not “happen to luuc fallen”. The price-fall is brought 
about by the firm, and the firm is aware that a substitution 
of this factor for the others would again raise the price of that 
factor — which -would hinder rather than help the restoration 
of equality between the marginal pr'oductivity ratios. There 
is thus no reason uhy monopsonistic under-restriction of one 
factor should lead to monopsonistic under- restriction of other 
factors — so long as the factor in the market for which such 
under-rcstriction originates is neither a complementary nor 
a limitational factor. 

(3) Posilive Monetary Effect : By workiiig throughout 
with factors of production in respect of which the elasti- 
- city of substitution is presumably greater than zero, Lange 
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gets round the troublesome case of ‘^inferior” goods This 
IS by no means a serious sunplification since an “inferior’' 
factor of production could arise only ^\hen it happens to be 
specific and limitational factor u«ed m the production of 
an “infeiior” product The same advantage is derived by 
Lange’s definition of the “positive monetary effect” But in. 
tills case, the glossing over of the ease with which money 
can pass from the category of “superior” to that of “inferior”' 
goods need' examination. 

For, clasticit) of expectations is the crucial factor in this- 
connection, and a change in it may render money “inferior ” 
AVhen, e g , expectations are prevailingly elastic, as during, 
the upward phase of the cycle, a ri'em currcntpriccs instead 
of increasing the red demand for cash balances rather reduces 
It because cf mtcr-tcmporal substitution This mter-tcmporal 
substitution mav be «o strong as to swamp mtra-temporal 
substitution and expansion effects, thereby causing a negative 
monetary effect A similarpossibility aiises during the down- 
ward phase of the cycle , that is to say, except prior to the 
turning points where expectations tend to be prevailingly 
inelastic, the probable monetary effect i« negative rather 
than posit!' c Tlius Profc'sor Langc’« several models which 
arc concerned with “superior” goods and positive monetary 
effects ma) not, after all be applicable to the work-a-day 
woild which IS subject to fluctuations up and down, but to 
the ideal state of “noimalcy” — a state where the general 
fall ni the pncc-lcvcl is not the forc’^unner of a depression 
but a mere di'turbancc of equilibrium winch may probably 
be corrected b) rc«pciisi\cncss of the monefar) system 

This IS the more remarkable since Professor Lange is 
well aware that current events have ‘^shattered the beh'eT 
in a long-run normal” (p 85) , iwth that belief goes 
complacent attitude that the oscillations about the seesdiT 
trend could be counten ailed by measures which alterss^ 
damp and <timulnc private enterpnse There is m 
to.da> a growing coiniction that jt is in the vco 
Capilah'tic growth to generate foices which 
VNards oscillation' The cssenceof policj' wo=Id 
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He in (he mniiipulalion rf the rale of gronth itself, buttressed 
of course Iiy anti-oscillat inn programmes. Tliis \vouId clearly 
require (h(i trcatnicnl of change as a continuous process 
in time, of iustiiulional factors not as parametric constants 
Init as random veiriahlrs. ^Vhilc building on the founda- 
tions laid liy T.ord Keynes and Professor Hicks, Professor 
Lange seems' to have overlooked the essential fact that they 
presume the revivified capitalistic society, and evolve their 
theories against that social pattern. Against that back- 
ground (he jjropensitics to save and to hold money are very 
true and very powerful determinants of economic behaviour. 
But to credit them with all-time potency is to ignore alto- 
•gclhcr tl)c eUccls of changes or of c.Kpcctations of changes 
ill the institutional pattern on the budgetar)’- policy of the 
individual. 


Mr. K. S. ICrishmsivaviy, M.A., loas temporary Lecturer in Economics 
in the University School of Economics and Sociology, Bombay, during 
Tg.} 6 -. 17 . He has pi oceeded to London for advanced studies as a Government 
-{f India Scholar. 



socifili SECURITY IN INDIA 


By 

S D PUVEKVR 

The XWIth Session (Philadelphia, lOlt) cfthe Iiitcrui- 
tioml Labour Conference passed llic following rc'.olution 
concerning ^ocnl security m Asiatic countnc' - 

“Wlieieas the proposals for the promotion of cocnl 
security before the Conference arc for the most put 
inapplicable to Asiatic countries such a* Irdi i m then 
present stage of industrial development, and 

“Whereas the Asiatic Mcmbci States constitute a 
large part of the world with \a‘‘t populations which 
should not be excluded from the benefits of the proposed 
measures for the promotion of 'ocial fccurnN having 
regard to the aims and purposes of the International 
Labour Oiganisation , 

“TJic Conference recommends that an Asiatic 
regional conference be held aiascail> a date as possible 
and tliat the question of the oiganisation of social secu- 
rity be included m the agenda of thit conference ’ 

The Asiatic regional conference, refened to in the last 
para of the above resolution, is going to be held in India in 
October, 1^47 and as social sccuntv "ill be one of the items 
on the agenda of that ccnfcrence, a brief rcvicu of social 
security problems m India may prove quite oppertune and 
somcivhat useful 

The necessity of social insurance m India is no longer a 
debatable point Objections to social insurance were once 
raided on the plea tliat the time was inopportune, that tlic 
existing welfare schemes were quite adequate, that joint family 
system and cjiarity covered the ncccssarv risks, that « ’ ' 
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dass of industrial proletariate had not yet emerged, that 
piecc-ineal pioposals of social insurance upset industry, that 
medical practitioners were too few, that morbidity and other 
statistics on which social insurance schemes were to be based 
were practically absent and lastly the migratory nature and 
rural character of Indian labour were not conducive to social 
insurance measures. Most of these objections either had- 
not, or il they had, they have now lost, the force that impedes 
any .social progress. The systems ofjoint family and of charity 
arc decaying fast ; a distinct class of indust) ial vcoikers has 
come into permanent existence ,* while the present-day migra- 
tion of workers to villages during periods of illness and confine- 
ment may be taken I'athcr as the cause than as the effect oF 
the absence of social insui'ance. Some other circumstances 
arc also favourable for the introduction of social insurance 
in India. Legislation compelling empIoyci*s to lay down 
standing orders for their cmplo3^ees has already been on the 
statute, while that about minimum wages is on the anvil. 
The Health Survey and Development Committee (Shore 
Committee) have made certain valuable recommendations, 
^vhich if carried out, wall facilitate the success of social security- 
measures. The end of World War II has rendered surplus 
■>'" a large quantity of medical equipment and a large tmmber 
of medical personnel, wdiich can \’v'ell be utilised for social 
insurance schemes. Greater and better industrialisation 
and a ^veli-planned all-India social security scheme ^\dll en- 
able to solve thepi'oblem of post-wmr unemplo^^nient and desti- 
tution to a great extent. The introduction of social insurance 
for our indust)'ial workers may thus form a major part of the 
policy of social and economic reconstruction in a post-war 
period, because an important section of Indian population 
will be covered thereby. 

In most of the industrially advanced foreign countries, 
the notion of social security seems to have its origin in craft 
guilds and in the friendly societies, wdiich tried to meet the 
common risks by mutual actioir. Such action, which maybe 
called “mutual insurance,” was voluntary and covered oiily 
a limited number of highly skilled and highest paid Acm’kmen. 
iti the best organised trades. Mutual insurance is also one- 
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of the tlucc methods of trade-unionism ’ In ancient India, 
the craft guilds, which had dc\eloped to a lemarkable c\tent, 
did utilise the method of mutual insurance to cover the «:ociaI 
and economic risks 2 Howc\er, these guilds lost their exis- 
tence long before modern industry made its appeal ance m 
India and hcncc they could no» serve the purpose achieved by 
the craft guilds of Europe Modern tiadc unionism in India 
is still weak and hence the method of mutual msuiancc has 
not )ct been adequately developed Besides, the growth 
of Indian mdustr), which has been rather irregulai, owes a 
good deal to the initiative and enterprise of non-Indian entre- 
preneur': The field was open, the prospect^ were bnght , 
while labour was poor and plentiful The profit-m ikmg 
TTiotivc of the cmplo>cr made him gcncrall> blind ti the 
nccessitv of keeping lus labour contented, 'table and bval, 
by means of welfare 'chemes At the same time, the idea 
that labour welfare is a social dut>, had not been realised 
All thc'c factors arc responsible for the absence of social 
assistance, which practically means the absence of any notable 
sclicmc of welfare and relief m our industrial field The 
scheme' of social as'istancc, ilioiigh they tend to be narrow 
as rcgaids their scope and organisation, help to pave the 
avay for social insurance 

In the absence of an> initiative either from the trade 
unions 01 from the employers, the responsibility natuially 
falls on the third parlv — theState In counlncslikc Germany 
and Great Britain, the ta'k cf the State in this respect 
was to develop the structure already in existence in the 
form ofvolunlary' social insurance or assistance For example, 
the State made the insurance compulsory, widened the scope 
of the 'clicmcs, perfected the systems of benefits and of con- 
tributions, gave guarantee on the financial basis and granted 
a legal standing to the insurance Fund ; at the same time, 
it also encouraged self-government by a sy'tcmatic organisa- 
tion of aulonomou' iii'tilutiom In India, social insurance is 

1 Tnr Ollier ti ‘0 ttc <’•») Method of CoIIcctnc narjjaininij and 4) Me hot! 
f I tiaciment \!! ihr'c meili tmr betn siudml in grrai «'et il l)\ 

■>idne> and IVatnce Webb tri lleir / ■'t rtal Df^’crarr 

d 1 ( r a tIeiailrJ trcouni of the hiMorv comtnuM 
ihesp tjuildt secD R C M^jmtdap 
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a field joractically untrodden before ; there is hardly any 
precedent lor guidance or any basis on which a structure 
can be built, Ihc only guide, under these circumstances, cam 
be the e,\pcricncc of foreign countries in this field. A study 
of the schemes of social insurance in foreign countries shows 
that lire branch of social insurance, which generally appears 
first is a simple employer s liability la^v, wliich produces its 
cficcts ^vith a minimum of Government intervention.’ In 
India, this elementary stage in social insurance was taken 
in ■wlien employers in certain industries were made 

liable to ]3ay compensation for industrial accidents and 
occupational diseases under the Workmen’s Compensation 
Act (Act VIII of 1923.). 

•The next notable legislation in the field of social insurance 
relates to maternit}'' benefits, which are covered by various 
Provincial legal enactments. The first measure was the 
Bombay I^Iaternit)- Benefit Act of 1929, which has been 
followed by similar enactments in aU Provinces, except 
N.W.F.P. and Orissa and in some of the major Indian States. 
The Central Government also enacted an Act (The Indian 
Mines Matcrnit}' Benefit Act) to cover the female workers 
working in Indian mines. 

The third and the most important step is being taken 
now. A Unified Scheme of Social Security to cover Health Insurance 
Maternity Benefit and Employment Injury has been already 
published in the Indian Labour Gazette (June 1945, pp. 395-401). 
Legislation based on the provisions stated therein is being 
enacted ; the Workmen’s State Insurance Bill was intro- 
duced in the Legislative Assembly on 6th November, 194&. 
The origin of this scheme, which has now assumed some com 
crete form, was in the year 1927, when the 10th session of 
the International Labour Conference adopted the Sickness- 
Insurance (Industry, etc.) CorvenUon and Recommenda- 
tion. Ho\vc\-er, the progress since then was rather slow and 
irregular and though some tentative schemes Avere suggested,, 
the problem did not assume any appreciable importance- 


1 I. L. O .- — Approaches to Social Securitj:, p. 23- 
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till the publication in 1^4-4 of the Report on Health Jnswance 
for Industrial Workcis bj Professor B P Adarl^ar, i\ho was 
specially appointed as an Officer cn Special Duty to draft 
this Report ’ This Report wa* discus'^ed m the Sixth Labour 
Conference and the propo«^aIs were later modified in the 
light of the sugge''tions made b\ Messrs Stack and Rao, 
the two I L O experts wlio \isitcd India at the invitation of 
the Gov ernnicnt of India ® Tlie Unified Scheme thus evolved 
aftei mature consideration of a number of experts has served 
as a basis for ihc Workmens Stale Insurance Bill of 194(1 
The principles embodied m tins Bill la> down the foundation 
on which social sccuiity in India is to be built These pun- 
ciples need be studied in the light of tlie salient features 
found in the national laws on social insurance m foieign 
countries 

A study of sickness insurance law in foreign countries 
bring' out the following important tendencies ® 

(1) There is a stead) movement from voluntary to* 
compulsor) s>stem of immance 

(2) The scope, thougli it is restricted by age, income, 
nature of occupation and degree of industrial 
development in thccountrv, is graduall) expanding, 
covering more pcr'on* more branches of insurance 
and more occupation' 

(3) Incrca'ing emphasis is placed upon medical rather 
than ca«h benefit, i c more on restoration and 
prevention than on compensation 

(4) There IS an cxpamion in the variety of medical 
benefits, which tend to mehide all important kiiuR 
of medical care 


I Some of the \ppen hoo loilm Rt(^rl pro\,de detailed inrormatiorw 
reRardinf; the of health imuranre propotalt md the various scl eme^ 

»ij(;q«tcd m thi» connection Apj>cndicr«Nt» A II \ III I\ and \ are impor- 
tant from thit po nt t fMcw, Nos \l WII andXWl ma) also piosT useful iiv 
this respect 

J I O' Stack Rao Report see IrJtai Ltlnar Ga * tr Vpnl 1 fl43, pp 33 • 

3 I S halk c’atttst pp 270 2S i 
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(5) The costs arc met primarily from employers’ and 
workers’ contributions and to a small extent from 
the lax funds. 

(0) Administration of the Fund, though supervised by 
the State, is generally in tlic hands of non-profit- 
making associations, having representatives of in- 
sured pcJ'sons and employers. 

(7) Social insurance is a part of public health but in 
many countries there is a sliarp demarcation be- 
tween the two. 

These arc but a few, but importaiit, tendencies found in 
sickness insurance legislation. Judged frem these tendencies, 
the Workmen’s State Insurance Bill seems to be a step in the 
right direction. We shall have a brief analysis of its main 
provisions in the light of the tendencies mentioned above. 

(1) Compulsion in Social Insurance — Compulsory social 
insurance rvas first introduced in Geimany in 1883 and since 
then almost all systems have generally contained compulsory 
Icatures. It is now an agreed fact that social insurance, if 
it is to be sound and effective, should be made compulsory. 
Voluntary insurance was tried and in some cases was even 
subsidised ; but it failed because of its restricted scope, scat- 
tered membership, unsound finances and fluctuations asregards 
benefits and contributions. Compulsory insurance on the 
other hand has come to stay because of its ever-widening 
scope, large definite membership and funds and adequate 
knowledge of the extent of risks to be covered. For these 
reasons, any scheme of social insurance, if it is to be practic- 
able and useful, will have to be compulsory. 

(2) Scope — The extension of social insurance is possible 
in many directions: (a) branches of insurance to be covered, 
(b) occupations or industries to be included, (c) number of 
persons to be insured, (d) extension of benefits, etc. The 
order in which the several branches of insurance are devel- 
oped depends on the degree of urgency attributed to each 
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brancli and also on the comparative difficulties of the admin- 
istrative piobIcm« involved ’ \Vc have already ‘■cen how 
a simple employer’s liability law is generally the fiist stage 
in social insurance Sickness insurance with its local ma- 
ohmer) for nnmtaimng close contact with the insured and 
avitli a medical service available for aU physical risks, is the 
next branch to be established ^ The Workmen’s State Insur 
ance Bill covers three risks — sickness, childbirth and em- 
ployment injury The grouping together of these three n^^ks 
IS caused not only by the fact that already some provision" 
regarding v\oikmen’s compensation and maternity benefit'; 
exist in oiu legislation, but also by the fact that common 
medical scivicc can be made available for these thiee bran- 
ches of insuniice The scheme *hus attempts not only to 
co-ordinatc tlic existing provisions of social msuiance with 
sickness insuniicc but also to ect up a medical "crvicc that 
can be the basis of medical side of social security m India 

The ordci in which mdustiics or occupations arc covered 
by insurance depends upon a number of factors such as the 
seventy of ii«ks, development and prosperity of undertakings 
in that pirticiihi indu«ti*y, the degree of corporate feeling 
and organisation among the cmpIoycc« Insurance is gene- 
rally established in dangerous occupations such as mining 
and seafaring Industry, transport and commerce, as organ- 
ised branches of economic development soon follow In 
India, ll0^^cvc^ the first class of workers to be covered 
sccm« to be factory employees, though miners and seafircr^ 
arc expected to be insured not m distant future under «epirate 
sclicmes 

As foi per ons covered by insurance, the Indian scheme 
<“ovcrs “all persons employed for remuneration m or about 
perennial factories (as defined m chu'c 2 (j) of tlicTactoncs 
Act) bv oi on behalf of the owner for the purposes of Ins 
tiacic 01 btisinc«-> including workers detached on temporarv 
jobs out idc the factory premies, and including worker-* 
cinplovcd foi ^uchpuriJO cs ’* Thi<; means tint all percnnnl 

II I O — I oc ! t 19 Sx^al ^fnattu p 
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/.'iclory %vorlv'('rs. irKiutliiig roiitract labour, ivill be covered 
i>y insurance, 'rhe ^ickne.'-'s Insurance (Jnduslry, etc.). Con- 
nl the I. I,, ( ). jayr dinvii lhat the compulsory insurance 
system .‘hall apply in mamial and non-nianuaJ workers, 
inclutliULC apprenlice.s ('injiloyed by industrial undertakings 
and comnie'cial undertakii.g.N, otitworkcrs and domestic 
U'oil:ets'. 'Tin' receinnumdation on the same topic says 
that Sirkn<"'S innirance .'•luuild include uithin its scope without 
di.srrjniination as to age or .sex, every person who performs 
work [)y way of his occupation and under a contract 
(■{'sers'ice or ajjjucnticeship. Compared to these provisions, 
our .scheme appears i(> go a sufilciently long way as regards 
il-s scope. 

'fhe r. L. O. Con\-enlion on sic.knc.ss insurance allows- 
the following e.scejition.s as regards its scope: 

(a) 'remporary workers, casual employment not for 
the jmrpose. of the employer’s trade or business,, 
ocoaviortal and subsidiary employment ; 

(b) IVorkcr.s whose wages or income c.xcccd a specified 
income limit ; 

(c) ^Vorkcr.s who arc not paid a money wage ; 

(d) Out^vorkcr.s ^vhosc conditions of Avork arc not of 
like nature to those of ordinary wage-earners ; 

(c) Workers bcloAv or above specified age-limits ; and 

(f) Mcmbci’s of the employer’s family. 

These arc, howcA’cr, matters of detail and can well be 
studied W'hen the proA'isions are finalised, i.e. Avdien the Act 
comes into force. Not only these exceptions due to age-limits, 
Avage-limits, character of employment and family relationship’ 
Avith the employer Avill hac'^c to be studied but also other 
details such as those regarding apprentices, nationality,, 
existing medical benefits, labour in Indian States, etc. 
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(3) Medical Aspect — Compulsory social insurance has a 
thrce-fold function (a) Compensation (foi the injur) suf- 
fered), (b) Restoration (of the earning capacity of the insured 
person), and (c) Pic%cnUon (of the risks, ic accidents 
sickness and invalidity) However, theic has been an increas- 
ing tendency to gne prefeicnce to restoration over compensa- 
tion, tlic main aim being to restore hcaltli and \\ oi king capacity 
of the ivorker Compensation no doubt is required to com- 
pensate for the loss of tlic wages during flie periods of incapa- 
city, however, It is slowly giving way to restoration and pre- 
vention In India, both tlic Workmens Compensation Act 
and the various Maternity Benefit Acts grant only cash com- 
pensation and have not provided for any medical benefits 
The Workmens Stale Insurance Bill is an impoitant 
advance in this duection as it intends to set up a separate 
machmerv for medical care to be provided by provincial 
health autlionties , this medical tare vvill comprise medical, 
surgical, obstetrical and simple dental treatment at dispensary, 
home 01 hospital and tlie supply of proper and sufficient 
medicines and surgical appliance^ Tlic I L O Conven- 
tion on Sickness Insurance lays down liiat the insured person 
should be entitled free of charge to medical treatment by a 
fully qualified medical practitioner and to supply of proper 
and sufficient medicines and appliances Tlic recommenda- 
tion on the subject further includes facihtic’; for specialist 
services, as well as dental treatment and for treatment m hos- 
pital where It IS necessary The recommendation alsosuggc^ts 
“an alert policy of prevention” a« most di eases can be pre- 
\cntcd In India, this policv will be of great value, because 
i large number of dcatlis occur due to ‘ avoidable diseases ’ 
The unified scheme provides formo'^tof the dctaih mentioned 
above , nevertheless, mucJi will depend on the standard laid 
down .mil the policv adopted regarding medical care to 
be provided undci the sclicmc 

(1) Soinces of Fundi — ^Thc I I O Convcnticti on Sick- 
ncs>. Iiisui ance expects the insured persons and tiicir cmplov- 
ers to slnic in prov iding the financial icsources of the insurance 
svsicin As to thcfinancialcontribulion bv the public author- 
ntv, It In open to national Jaws to decide the share The 
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insui ed. person, should, contribute not only because of the 
• direct benefits he gets, but also because he can claim them 
by right (as distinct from relief) r he can also have thereby 
a moral right to share in the management of the Fund. Em- 
ployer’s contribution is justified not only because he is res- 
ponsible for the welfare schemes in his undertakings but also 
because he gets certain advantages, direct or indiiect, from 
successful working of such schemes. The same can be said 
of the public authority, whose duty it is to keep the industrial 
classes contented and efficient. The problem “which parties 
can and should contribute to the resources of the insurance 
funds” is, however, not so complicated as the other problem 
“what should be the share of each” The Workmen’s 
State Insurance Bill divides the workers into six wage-classes 
based on the ranges of daily earnings and lays down both for 
employers and employees definite rates of contributions. 
Employer’s share is to be greater than that of the -worker in 
all cases. It is possible that these rates may be modified 
before they are finalised into an Act and hence a detailed 
study at this stage may not prove useful. The State (Central 
Government) will not only guarantee the solvency of the Fund, 
but will also contribute at least for the first few years, two- 
thirds of the cost of administration. Tlie provincial govern- 
ments, who ai'e supposed to be benefited by this scheme, 
are to contribute one- third of the cost of the medical care. 
All other normal expenditure is to be borne by the Fund, 
whose income will mainly be derived from employers’ and 
workers’ contributions. 

(5) Administration — According to the I. L. O. Conven- 
tion, “sickness insurance shall be administered by self-govern- 
ing institutions, ivhich shall be under the administrative 
and financial supervision of the competent public authoi'ity 
and shall not be carried on with a view to profit.” The Con- 
vention fui'ther says that the insured persons shall participate 
in the management of the self-governing insurance institutions 
or conditions prescribed by the national law’. However, 
the administration “may be undertaken directly by tlie State 
where and as long as its administration is I’cndered difficult 
.or impossible or inappropriate by reason of national condi- 
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lions, and particularly by the insufficient development of tlic 
employers’ and workers’ organisatioas ” This last provision 
is of some particular relevance in the case of India At 
tlie same time, as the Recommendation says, the insured 
persons being those v/ho are the most directly interested 
in the w’orking of the insurance scheme should, through elected 
representatives, have an important part in the management 
of the insurance system. 

Under the Indian scheme, the administration of social 
insurance is to be controlled b) a statutory autonomous 
corporation to be set up under a Fedcial Act The e\ecuti\'c 
of the Corporation will be a Central Board, which will be 
assisted b} Regional Board? and Local Committees The 
representation guen to various interests fStatc, employers, 
cmplo>ccs, medical profession, etc ) on these bodies ^vill show 
the cNtcnt of self-government, i c , administration of social 
insurance by employers and the insured workers. The parti- 
cipation of the w'orkcr m the admmmration of the Fund is 
ncccssarj, because (a) as a person getting direct benefits 
lie is interested m the sattsfactor> working of the organisa- 
tion and specially in if? financial stability, (b) normally he 
contributes a part of lus wages to the Fund, fc) he is in the best 
position to know his own social and economic conditionv 
and (d) his participation make? him morally responsible and 
teaches liim the elements of social insurance and industnal 
liygicnc, ihu? facilitating prcvciunc measures. The paiti- 
cipatioii of the employer is justified because he pays his contri- 
bution and also because he may assist in bettei management, 
in welfare acibiticsand in improvement of industrial health 
The State enters the field as a third party to keep the balarj-"^ 
Iictwccn tlic cmplojcis’ and workers’ delegate? 
interests like the medical profession should also be repir^c”^* 
because of the value ©f their co-operation in the 
working of such schemes. 

In India, we have to <f-t up quite a new 
machincr)' without anv adequate experience e-* -- 
staiislicnl data as our ba*i However, thL 
prove nrtvantagcousfo.-anCTberofreasons. 
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ance system can best be co-ordinated and centralised at the 
time of its creation. Experience of many other countries 
has pioved that sciious administrative problems are created 
by the admission of pre-existing, private insurance bodies 
into a field created by government compulsion. The federal 
form of the Indian Government provides the ground for a 
centralised machinery, with branches in Provinces. It thus 
provides the best method of grouping, viz., the territoiial 
grouping of the insured workers, whereby the Provinces, ^vhich 
at present nianage their own labour matters, can serve as the 
territoiial units. There are two more happy features about 
•our administration. Separation of powers between suiaer- 
visory authority (i.e. the Central Government) and the admin- 
istrative and the risk-bearing authority (i.e, the Corpora- 
tion) can produce considerable real advantages. Lastly, 
the Corporation set up is an autonomous, non-commercial 
(i.e, set up for non-profit purposes) organisation with provision 
for reserve funds. 

The difficulties about our administration arise because 
•of the fact that the functions of social insurance have been 
divided under Central and Provincial jurisdictions. For 
•example, under the Government of India Act, 1936, social 
insurance falls in the Concurrent List, Part II, with the result 
that administrative authority is largely vested in the hands 
of the Provinces. In view of centralisation and administra- 
tive convenience, the best way is to set up a statutory corpora- 
tion under a special Act of the Central Legislature. Another 
difficulty is about the administration of the medical side of 
the scheme. Industrial health, being largely a concern of the 
Provincial Governments, is being administered by those autho- 
rities. The scheme, however, provides for supervision, subsidy 
nnd general directions from the Corporation and the CentJ al 
Government. Some of the problems to be solved in this 
respect are the s^’^stem of medicine, standard of medical treat- 
ment, certification and medical reference, prevention of 
malingering and collusion and medical research. Lastly, 
the medical side of social insurance can well be a part of 
general public health. Fortunately, the Reprl of the Health 
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and Deielopm^nf Ccmmitlec recenth published provides 
a practicable basis for it 


Mr S D Punekar,M A yts Chief Research Oficerxnlhc Department 
■of Labour^ Goiernment of India He was associated with the imesti^ations 
into the conditions of labour in different Indian industries conducted by the 
Department of Labour 



THE ECONOMIC FOUNDiLTIOHS OF jS. 
HON-VIOLENT SOCIETY 

By 

V. K. R. V. Rao 

Thanks to the efforts of Mahatma Gandhi, non-violence 
has now come to be accepted as a fundamental ideal for 
governing political relations. It has been mainly used in 
India as a technique for obtaining political emancipation 
from foreign rule. Now that the objective of political eman- 
cipation has been more or less attained, it is very important 
for us to inquire how far it i<^ possible to retain the principles 
of non-violence in Indian life in a free and independent 
India. It is my intention in this article to discuss very biielly 
the fundamental economic conditions that are essential for 
the maintenance of non-violence in any society, including 
Indian society. 

A non-violent society, as I understand it, is one where 
the population, either in whole or in sections, does not resort 
to violence for anypurpose including the redress of their griev- 
ances or the fulfilment of their requirements. More positively, 
it is a society where men take recourse to the method of dis- 
cussion and compromise for the settlement cf their difTerenccs- 
and the redress of their grievances. It is theoretically possible 
to conceive of a society where people are so highly developed 
in their moral sense that they do not resort to \iolence, even 
when they have urgent and genuine grievances or funda- 
mental differences of opinion. In actual practice, however, 
it is not possible to find such a society. It is only ^vhen there 
is general agreement on basic fundamentals and there is 
general confidence in the justice of the social stiucturc that 
non-violence is the rule, except of course where non-violence 
on the part of the masses is due to superior violence on the part 
of a section of the community. The rule ol law is the result 
of a Jong historical process of struggle and achic\'emcnt. 
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ind IS durable in time only when tliere i** general confidence 
in the conformity of law to the canons of social justice Where 
the individual believes that the legal system in the country 
affords him justice, he is willing to foisweir resort to private 
violence and leave it to the State to take step’ for the redress 
of his grievance’ Where however, the legal system m the 
country docs not give the individual «copc for the redress of 
his major grievances, he almost invariably reports to violence 
When he doe’ not do so, it is not because of any absence of 
a desire to commit violence but because of the fear of conse- 
quence It IS clear therefore, that non violence m a ’ocicty 
IS intimately linked with the structure of that society the extent 
to which it is based on justice, and the confidence that it 
inspires in the people 

Perhaps the most important aspect of ’ocial life is the 
economic aspect The opportunities which a man Ins for 
earning his living, the kind of work that he lias to do m order 
to earn his living, tiic remuneration which lie obtains for Ins 
work and the extent to which it satisfies his fundamental 
requirements the comparative rewards obtained by difTercnt 
persons and classes in the society, all these have a great deal 
to do with the determination of the individuals attitude 
to life m term’ of non-violence Where a society docs not 
ificrd any substantial ’cction of its members an opportunitv 
for gainful cmpIo)mcnt, It is impos’iblc to expect a non 
violent attitude An uncmplojcd person, exceptions apart, 
i« not hkclj to be moved b) moral considerations of the ’in 
involved in violence , he is more likely to think in terms of 
devising wa>s and means ofcn'urirg a stale of society where 
he will secure cmplojancnt If be i' convinced tint the 
fundamental nature of the society lie is living m is such that 
It doc’ not ensure employment for every individual, but on 
the contrary brings about unemployment fora large number of 
Its members he is bound to regard such a society witli great 
antipatliy and he is bound to look with favour on any measures 
whidi will bring about the termination of ’ucli a society 
If he IS convinced that he can do this by resort to % ’ 
hr will certainly do so ^ 
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The provision of employment alone, however, is not 
enough^ for ensuring non-violence. The remuneration which 
the individual obtains in return for his work has got to be suffi- 
cient to obtain for him what he regards as the minimum ne- 
cessary stand?rd of living. Now conceptions of the minimum 
standard of living will differ from country to country and 
from time to time. But in every countiy in the world and 
at all times there are certain fundamental basic human 
necessities without the satisfaction of which life descends to 
sub-human levels and cease.s to be worth while. These neces- 
sities include foed, clothing and shelter. In addition to these 
of course are the needs of education, health and cultural 
amenities enabling the development of human personality. 
Where a society docs not ensuiefor its members standaids of 
remuneration which will enable them to have such a mini- 
mum standard, theie is bound to be a great deal of dissatis- 
faction in that society. If the members of that society be- 
lieve tliat it is the structure of the society which is responsible 
for this stale of affairs and not fundamental deficiencies in 
resources, it is inevitable that they should try to alter the 
structure of that society ; and for purposes of effecting this 
alteration, they ivould be prepared to use violence, if they 
think it is possible to do so successfully. 

Then there is also the question of the natuie of the work 
which has to be undertaken for earning one’s living, and the 
conditions of service. Where the nature of the work is such 
thaJ it gives no scope to the development of human personal- 
ity or leads to a sense of self-fulfilment, there is bound to be 
a groat deal of dissatisfaction and discontent in that society. 
Human beings do not work merely in order to earn thei’’ 
living ; they desire to have a sense of achievement and a 
sense of pride in the work that they perform ; they would 
like to enjoy the noble and uplifting feeling that comes from 
the ccnsciousness that what ihey are doing is useful to society 
and contributes to the well-being and happiness of the society 
of which they are a constituent part. It is also impoitant that 
the work that they perform is consistent with the human sense 
of dignity and self-respect. It is always possible that human 
beings may work under conditions not consistent with them 
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dignity and respect , but they not do so njlhngly, 
and It js certain that ^uch work ^mH fill tlieir thoughts widi 
violence to which concrete expression will be given as soon .u 
a favounblc opportunity arises to do so Tins important 
aspect of economic life often tends to be ignored by persoas 
who believe that money' can buy everything and that all that 
!«• required to «ccurc contentment m worker? is to offer tlicn^ 
Iiigh w’agcs High wages certainly do help, but thev cannot 
do the trick if they arc accompanied by conditions of work 
tint militate against development of human pcisoinlity and 
injure the individual’s sense of dignity and sclf-re«pcct 

Fimlly, considerations of economic justice g»'catly influ 
cncc the individuals attitude to society Where the socictv 
contains large inequalities of income, it almost irvariablv 
leads to a state of dissatisfaction m the mind' of the poor i 
sections of the «ocicty, which sooner or later results m violence 
on their part to end this inequality The position becomes 
much worse when these inequalities arc traced to factor^ 
whicli have no «pccial relation to abilities but arc the result 
citlicr of accident or of ba'ic economic institutions «uch as 
tho'c of inheritance and the right of unlimited accumuhtion 
of property A non-cgalatarian society founded on pnv'atc 
property and private cntcrpri«c is almost certain to provoke 
violence on the part of thc^c who belong to the lower income 
groups ii« tliat society. 

1 o cum up, an atiuudc, if not actually a state of v lolcncc, 
!*■ the inevitable consequence of anv socictv, the structure 
and «ccial relationship? of which are 'uch as to lead either to 
uncmplovmcnt or to lo'v standards of living or to conditions 
of work antagonistic to the development of human personal* 
itv and injurious u> sclf-rc^pccl or to the emergence of signi- 
ficant inequalities in income and economic power The exis- 
tence oftlic eruditions mentioned above leads to the emergence 
of wliat IS called class war and an attempt by the exploited 
class m the society to overthrow the social oidcr and capture 
power by armed iirurrcction Without an alteration of 
these conditions, nc .amount of moral appeal can lead to a 
state of non-violence A non-vjoicnt '■ ^ 
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duced merely by appealing to men to control their emotions 
and alter their attitude to life. Human emotions and atti- 
tudes to life are to a very significant extent the result of the 
social, economic, political and other conditions on which 
they Jive and function. If we want tc produce a non-violent 
society, therefore, it is these conditions that must be studied 
and appropriately altered in such a manner as to promote 
a non-violent attitude and bring into existence the non- 
violent society. In my opinion, therefore, certain fundamental 
economic conditions are essential for the maintenance of 
non-violence, which could be described as the economic 
foundations of a non-violent society. They are : 

1. Employment for all able-bodied persons; 

2. Adequate standards of remuneration ; 

3. Work that will enable each individual worker to 
feel a sense cf self-fulfilment ; and 

4. A very substantial measure of equality in incomes 
and economic power. 

I am not suggesting that these economic conditions are by 
themselves sufficient to produce and maintain a non-violent 
society. Gei tain political and social conditions ♦are also 
necessary ; and so is education in the democratic process 
and confidence in the superiority of discussion and compro- 
mise over dogmatism and force. But without the economic 
conditions, no amount of political or social democracy or 
education in the democratic process or appeal to the moral 
element in human nature can ensuie a non-violent society. 

I shall now return to the question to which I referred 
at the beginning of this article, viz., how far is it possible to 
retain the principles of non-violence in a free and independent 
India. It is obvious tliat the economic foundations of a non- 
violent society are absent in India to-day ; and it should be 
equally obvious that without the realisation of these, it would 
be impossible to achieve non-violence in free India. How 
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these conditions arc to be achieved in India, how far they- 
are consistent with the system of capitalist enterprise or social- 
ist planning or dcccntrali<:cd economy with an emphasis on 
handicraft production is a question that requires careful 
consideration ; but that is not the subject of this article. 
All that I would like to say here i' tliat a compromise has 
to be evolved which will simultaneously combine the eco- 
nomic security of tlic socialist system with the personal free- 
dom found in capitalist society together with the opportunity 
for self-fulfilment in work found in the decentralised economy 
with a handicraft bias. Whether such a compromise is possi- 
ble and, if so, how it can be achieved is a subject I shall turn 
to in another place. It is suflicicnl here to state my belief 
that without such a compromise, it would be impossible to 
have a desirable non-violent society in India. 


Dr. V. K. R. V. Rao, M A , Ph.D , (Cantab) ts the Umimity 
Trojtssof of Economics, Delhi Dr. Rao did useful work in the Food 
Department of the Goiernment of India during the ]\'ar, and was associated 
with several International Conferences on the Food Problem He was for 
some lime Food Adoiser, Indian Embassy, Washington 



BEMOBILIZMION EESEOTLEMENT 

By 

JR-. M. Hay 

AVJicn Japan surrendered in August 1945, plans for reset- 
tk-menl of ex-service personnel and discliarged ^var workers 
to be initiated by Government of India were incomplete. 
Due to tlm cessation of hostilities earlier than expected, the 
resettlement machinery had to be set up at a great speed. 


Ixter-Service Resettlement Directorate 

An Intcr-Scrvicc Directorate of Resettlement was, how- 
ever, already in e.xistcnce since February 1944. Its primary 
functions mcic : — 

(a) On behalf of the Services, tender advice, furnish 
information and offer suggestions to the departments 
of the Government of India and Provincial Govern- 
ments for the preparation, execution and publicity 
of resettlement plans and to keep in touch with the 
provisions made for ex-service men in reconstruc- 
tion and development plans of the Central and 
Provincial Governments. 

(b) To keep the Indian Services, both within the 
India Command and outside, in touch with all 
plans affecting resettlement in which they were 
likely to be interested. 

(c) On behalf of Services to make such arrangements 
as were required before demobilisation in connec- 
tion with the filling of appointments in Govern- 

* ment services which are reserved for ex-service 

personnel, and 
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(d) to arrange for all training in connection uitli 
resettlement m Scivicc Institutions bcfoic demobil- 
isation 

It IS undcr«5tood tint appro\imately 2,00,000 men uerc 
giNcii pre-release training pnmaril) in impro\ed agricultural 
methods \ficr tlic end of hostilities with Japan the Inter- 
Scivicc Dircctoiatc of Resettlement helped the Labour De- 
partment b) allowing about 116 iccruiling offices to func- 
tion as cmplovrncrit offices till the employment es.ch mges 
were 'ct up iMth ii lined staff Ihc Intcr-Scrv ilc Directorate 
also helped in cctting up the Rc«cttlcment \dvicc Service and 
prepared a Resettlement Advice Service Hand Book Assis- 
tance was also given m setting up centres for the Rehabilita- 
tion of the disabled c-\-servicemen 

This Intcr-Scrv ICC Organisation is still continuing and 
gives valuable assistance to the Department of Labour Govern- 
ment of India) to discharge the rcsponsibiljt> for resettlement 
and employment m civil life 

RrSCTTLEMEVT \ND EmPLOV WEST OrOVMSVTION 

2 Towards tlic end of March 1D4" Labour Depart- 
ment assumed responsibility forthc resettlement and employ- 
ment of demobilised Services personnel and discharged war- 
workerc in civil life and 'ct up mjulv 191“ at the Headquarters 
of the Ccnlnl Government a co oidinatcd Resettlement 
and Employment Organisation under a Director General of 
Resettlement and Emplovmcnt The country under the 
scheme In'! been divided into nmc administrative regions 

(i) Punjab and X \\ TP 

(ii) Sind and Baluchistan 

'in) Delhi and \jtncr Mcrwaia 

(iv) U P 

(\) Bihar and Onsc'* 
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(vi) Jk'iiga] and Assam 

(v'ii) C, P, and J3crar 
(viii) Afadras 

(ix) Bombay 

1 ]ic Dircclo)' Genera] supendscs. co-ordinates and directs 
tlic work ol both the Central and Regional Sections of the 
Resettlement and Employment Oiganisations. Each Region- 
al Organisation is a replica of the Central Organisation and 
is under a Director of Resettlement and Employment, 
^\'ho is generally an experienced I.C.S. Officer and whose 
servdccs Jiavc been made available to the Labour Depart- 
ment b)' the Provincial Governments concerned. This Offi- 
cer represents and interprets the views of the local Provincial 
Government thereby facilitating close collaboration between 
the Provincial and the Central Governments. 

Different Sections of the Organisation 

3. The problems relating to resettlement of demobilised 
Services personnel in civil life have been broadly divided 
under the following heads. The sections of the Directorate 
General of Resettlement and Employment responsible for 
tackling tliem are shown against each head. 

(a) Advice, guidance and direction in the selection 
of civil employment (Resettlement Advice Service) 

(b) Registration and Placement in civil employment 
(Directorate of Employment Exchanges); 

(c) Technical and Vocational Training (Directorate 
of Technical and Vocational Training); and 

(d) Publicity and canvassing (Directorate of Publicity).. 

Resettlement Advice Service 

i. (i) This Service functions under a chief Resettle- 
ment Advice Officer. Resettlement Advice Officers have: 
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been posted at all demobilisation Centrc« \^ here they contact 
demobilised Services personnel and give tlicm detailed infor- 
mation and advice regarding the Employment E\changc 
Organisation, available employment opportunities, vocational 
and technical traimng facilities and such information as 
miglit help to solve the man> problems tliat confront them 
on their return to civil life Trade Testing OlTiccri, in addition, 
have been posted at those demobilisation centre, from which 
a large number of technicians are likely to be released These 
ofiiccr* assist Resettlement Advice OfTrer* m a'^sessmg tlie 
skill of technicians with a \ icu to determining whether any 
further training is required b> the released personnel after 
disdiargc which would assist them m their resettlement in civil 
life 


Directorate of Employment Enciianoes 

(ii) The functions of this Directorate are to 

(a) Supervise, integrate and direct the work of Central, 
Regional and Sub-Rcgional Employment Exchanges, 

(b) Prepare and maintain card indices of demobilised 
persons and fonvard duplicate copies to the Regional 
and Sub-Rcgional Exchanges concerned , and 

(c) Arrange for training and refre«hcr courses for the 
managerial and office stalTof Employment Exchanges 

Out of a total of the proposed 7 i Employment Exchange^, 
consisting of one Central, nine Regional and G1 Sub-Rcgional 
Exchanges, GO Exchanges Jiavc so far been set up m the 
countrj 

Emplojmcnt Excliangcuork being of a technical charac- 
ter, requires a full) trained managerial stall As this stalF 
M.as not aaailablc in India, a staff Training Centre i\as set 
up m Delhi injunc lOEi and has tr lined almost all the mana- 
gcnal staff consisting of SI managers and dcpui) managers 
and 17 J assistant managers 
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(iv) For cx-servicc womeiij in addition to free training, 
facilities of hostel accommodation and messing have 
been provided free. The scheme also provides 
for a small pocket allowance to the trainees. 

(v) The services rendered by the Employment Exchanges 
are free. Every elfoi t is made to place individuals 
who get them registered in suitable vacancies noti- 
fied to the Employment Exchanges by the employers. 

(vi) In case of all training schemes, free travelling 
passes are issued or travelling expenses paid in cash 
to ex-servicemen from the demobilization centre 
or the place of residence to the training centres and 
on completion of training from the training centres 
to their place of residence. 

An ex-serviceman registered with an Employment 
Exchange is given free pass or travelling expenses in cash 
where he has to appear for an interview with the employer 
when the distance to be covered is more than 20 miles from 
his place of residence. 

Extension of Facilities 

12. Due to rapid changes in the political situation in the 
country and due to a growing realization that it would be, 
mier alia, in the interests of ex-servicemen if the level of em- 
ployment reached during war-time is maintained, ifnot actually 
surpassed, by alternative avenues of employment which would 
provide ample scope for all those who seek employment. A 
feeling of subdued resentment exists against any preferential 
treatoent being granted to ex-servicemen or discharged war- 
workers. It is felt that ex-servicemen due to the training 
and sense of discipline they imbibed during service are already 
in a favourable position to compete as compared with other 
fellow discharged war workers. 

It is, therefore, felt that the interest of ex-servicemen ivill 
actually be furthered if all those who seek employment arc 
allowed the facilities - of Employment Exchanges, bccaues 
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this will encourage private employers to place tlicir demands 
for workers with Exchanges which would hav’e all categories 
of persons on their registers to cope with the varied demands. 
Recently certain Provincial Governments have thrown open 
tlic doors of Employment Exchanges witliin tlicir jurisdiction 
to all those who arc unemployed or under-employed. This 
is a step in the right direction. 

13. In view of the size of the country it is further felt 
that the number of Exchanges must be augmented considerably 
if they arc to be of maximum use. It might be .stated in this 
connection that in the U. K. there arc approximately 1,2 ;j 0 
cmplojTncnt exchanges. Considering the geographical dis- 
tribution of industries in India and their scattered location 
which mostly involves great distances, a scheme of mobile 
exchanges, which will cater to the needs of persons living in 
outlying districts without Exchanges, is desirable. It is 
understood that such a scheme is under the active consideration 
of the Government of India and a number of mobile exchanges 
would be set up in the near future. 

In order that their objective may be achieved these e.x- 
changes would be a free mart where all those who need 
employment or desire a change in employment can go. They 
should abo be able to olTcr useful advice as to one’s fitness for 
a particular type of employment and obtain information 
about all existing jobs within and even outside the region 
served by them. 

DE.'tAND FOR TECir.NTa\L PERSON'.NCL IN PosT-U'aR ScifEStES 

. M. A ca'ual c.xamination of the post-ivar schemes 
indicates that there will be a great demand in the very' near 
future for technical personnel in dilTcrcnt categories and 
trades. WItli the changcti political situation in the 
country and transference of power into the hands of Indian 
political parties, it is felt that energetic steps will now be taken 
to execute the post-war plans wliich will not only provide 
expanding avenues of employment, but mil also rabc the 
economic standard of the population by producing goods 
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and services. Distributive trades are also likely to receive a 
fillip o^ving to general increase in economic and commercial 
activities. It is apprehended that there might be delay 
in execution of some of the schemes for want" of sufficient 
number of tcclmical personnel. Sir Ardeshir Dalai, former 
Planning and Development Member of the Government of 
India, in one of Jiis speeches stated that planning and 
execution of plans were hampered due to the lack of 
technical personnel and statistics. The number of trained 
or retrained Services personnel under the technical training 
scheme will be insufficient to meet the demand. It is, there- 
fore, considered all the more necessary that the scope of tech- 
nical training scheme and the facilities provided thereunder 
should be extended to persons other than demobilised Services 
personnel. The number, nature and types of training pro- 
vided \vouId, however, depend on analytical examination 
of the plans themselves. 


Man-po^ver ^Iain Asset of the Country 

15 . Mr. J. Vasuger, former Industrial Adviser to the 
Government of India, in a broadcast talk stated, '/The first 
resource of any country, without any reservation, is its 
man-power. One may say that we have this resource — in 
its basic raw state — in superabundance. Left in thL con- 
dition the human factor may become a liability rather than 
an asset. That is why so much emphasis is being placed to- 
day on all aspects of education, in order to turn the raw mate- 
rial into a product which will be capable of extracting the 
maximum from machines and from the earth. Our expe- 
rience in this war, when crude villagers have been able to 
use, after a short time, the most complicated modern arma- 
ments, provides ample evidence that, when weU-fed and 
suitably trained, Indian man-power can be turned into an 
asset.”’ 

It is suggested that the nucleus of assessing the technical 
man-power, both available and required, can be set up with 


1 Extract from Indian Lhlener 7th February, 1945. 
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scientific compilation of details about men now bcin^ 
•demobilized and discharged details about whom are already 
-available. To start with the Register of Alanpowei may 
be confined to the skilled technical personnel who arc 
in need of employment and as soon as this is completed the 
Register may be c.\tendcd to cover also those who arc in 
•employment. The Central Manpower Register of Technical 
•men and its regional counterparts will indicate the limitation 
of oui man-power assets. This man-poivcr will have to be 
•distributed judiciously to augment the existing social servi- 
■ccs and industries, etc. and to start and sustain priority plan 
which arc decided to be launched in the immediate future. 
The deficiencies in man-power will have to be made good by 

(i) Giving refresher training to those who have some 
basic idea of the trades ; and 

(ii) Giving training to requisite numbers selected from 
younger generation. The number of young men 
and women in our country is quite large. Given 
proper education and training, their services can be 
utilised for execution of bold and foresighted plans 
initiated by Central or Provincial Governments in 
the fields of social services, trades, commerce or 
industry and will be instrumental in achieving 
the cherished goal of full employment through 
organised and planned progress. 


Training byitself, divorced from the actual need, is likely 
10 be wasted and lead to frustration in individual lives. 


IC. Tlic increase in the number of Employment Ex- 
•cliangcs and the extension of Employment Exchange facili- 
ties to all those ^v■ho seek employment will enable the Govern- 
ment of India to undertake an occupational census. This 
will indicate the types of persons who arc available for cmploy- 
Tocnl in dificrent districts. An an.il)*sis of the vacancies 
notified to these Exchanges will on the other hand enable us 
to know precisely the type of prisons required by thccmploycis 
at dificrent places. 7 'Iiis will enable balancing of - • 
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supply .to avenues of available employment within a region 
and assist transfer of labour from one region to another and 
one, industry to another. 

Statistics as Basis for Planning 

17. Successful planning of employment, its maintenance- 
and its expansion depends uponfull and continuous knowledge 
of not only the needs of the country for goods and services but 
also of the manpower and material resources. This will 
enable the most effective use both of manpower and the mate- 
rial resources. In short it means an appreciation of all the 
facts bearing on India’s economic position. It, therefore, 
seems essential not only to collect but also to co-ordinate the 
facts which will enable the Government to chalk out their 
policy. It will not be out of place to quote from the White 
Paper on employment policy in the U. K. presented to Parlia- 
ment: “The success of the Government’s policy will thus- 
depend on the skill which is shown in putting general ideas 
into day-to-day practice. It is therefore vital for them to- 
obtain more fully and much more quickly than they have 
in the past, exact quantitative information about current 
economic movements. Without this, informed control would 
be impossible and the central staff which it is proposed to 
spt up would be left to grope and flounder in uncertainty. 
The Government appeal with confidence to industry to 
join with them in a task which is essentially co-operative ; 
fqr only industry can provide the statistical information re- 
quired and only a central authority can classify and analyse 
information drawn from the country as a whole. Just as the 
central organisation of a successful business must be in a posi- 
tion to know what is happening to each of its various bran- 
ches so the State cannot make plans without knowledge 
of what is happening throughout the whole range of industry 
and' commerce. Information provided for this purpose 
ivdll of course be treated as confidential ; and figures will 
not be published in a form which would prejudice the position 
of any individual firm.” 

If 
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The White Paper dciails the types of statistics which must 
be obtained for the efficient operation of an employment 
policy, which among others includes the following items ; 

(a) Statistics of employment and unemployment, includ- 
ing quarterly or monthly statements of present 
and prospective employment in the main industries 
and areas in the country, based on returns from 
employers ; 

(b) An annual census of production showing the struc- 
ture of the main groups of industries in the preced- 
ing year, including, infer alia, details of the quan- 

• tity and value ofoutput, stocks, and work in progress ; 

t - : and 

(c) Monthly figures of production, consumption and 
stocks, and, if possible, figures of orders on hand, 
based on sample returns obtained periodically 
throughout the year from large firms, trade associa- 
tions, and public institutions. 

Different Departments of the Government of India are 
'individually collecting piecemeal information on difiercht 
aspects which affect employment position. These need 
■effective co-ordination and should be subject to continuous 
rcvicAv and adjustment. It would only then be possible to 
, utilize it as a basis for determining what measures arc required 
to maintain employment and secure a rising standard of living. 
It will be essential also that at every stage there should also 
•be preliminary studies of the manpower position as indicated 
in paras 15 and IC. These studies should indicate tlic pro- 
bable supply of labour over the coming period, the prospec- 
tive changes in employment in the different industircs and 
agriculture and the effect upon employment bv Govem- 
• incnt sponsored projects, 
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Objective to be Secured in India Similar 
TO THAT in U.K. and U. S. A. 

18. Briefly stated, the object of the Government of the 
TJ. K. may be summed up as “seeking to achieve both work for 
aU and^ a progressive increase in the economic efficiency of 
the nation, as joint elements in a growing national power to 
produce, earn and to enjoy fruits of increased well-being.”’ 

The Government proposes to achieve the objective by 
establishing on a permanent basis a small central staff quali- 
fied to measure and analyse economic trends and submit 
appreciation of them to the Ministers concerned. The U.K. 
Oovernment realised that during the early crucial years in 
' particular the responsibilities of this central staff would be very 
heavy for, many of the decisions required to carry out the 
Government’s employment policy would depend on correct 
appreciation and accurate diagnosis of the problem. 

The policy initiated in the White Paper has already 
borne fruits in practice. While the Prime Minister, Mr. C. R. 
Attlee, in his nationwide broadcast talk to the British people 
on 3rd March, 1946 said that there was work for all, Mr. 
Herbert Morrison has gone a step further and has asserted 
in the House of Commons that Government wish to order 
their economy in such a fashion that full employment of the 
nation’s manpower would not only be assured for many years 
to come but for all times. 

19. The U. S. A. which was also similarly faced W'ith 
the problems of resettlement during transition from war to- 
peace economy, records unemployment figures at very low 
levels, probably the lowest for any peacetime year since the 
United States became an industrial nation. Mr. John 
Steelman, Director of U. S. Office of Recon vens ion, while 
reviewing the record of progress made in the United States 
during the 12 months since Japan’s capitulation stated^ 
“In July, 1946, the civilian labour fbree of 60,-100,000 included 


1 Extract from para STofthc U^itc Paper on Emplopnrnt PoIic>%Nr>. 
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58,100,000 persons with jobs and about 23,00,000 actively 
seeking jobs. Not only is the civilian labour force larger 
than ever before, but the proportion of unemployed is 
probably the lowest for any peacetime year since the United 
States became an industrial nation. No significant increase 
in unemployment is expected in the remainder of the year. 
Labour shortages arc beginning to appear in some areas and 
in some industries. Fewer than one million recently demobil- 
iscd war veterans are still looking for jobs. The remainder 
of the unemployed are primarily workers changing jobs.”' 

Econowic Advisory Council for Planning 
OF EKfPLOYMENT POLICY 

20. In India the objective is to raise the standard of 
living of the masses. This among other things means provid- 
ing for full employment. If the above object is to be secured 
it is essential to have an Economic Council of the type set 
up in the U. K. and the U. S. A. This Council should be 
directly responsible to the Members of the Cabinet. A man- 
power register of available technical skill in the country is 
also essential. The need for and collections of accurate ob- 
jective and quantitative data cannot be over-emphasised. 
In this connection it will be of Interest to know the opinion 
of Sir M. Visvesvaraya, the doyen exponent of Indian indus- 
trialism in support of the need and collection of statistics ; 
“The greatest need today is to collect statistics in order to 
give the Indian people a true picture of the position of indus- 
tries in the country and also to mark the starting point of 
developments under the new Governments both Central and 
Provincial. 

“India is ripe for the rapid advance and, if work pro- 
ceeds on a plan and strict discipline is enforced in its opera- 
tion, the new Government will be creating opportunities for 
raising production to unheard of levels, witli the greatest 
economic benefit to the nation.”* 
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Conclusion, 

21. The problems of demobilisation and resettlement 
•are many and varied. In the foregoing paragraphs an effort 
-has been made to' outline some of the important problems and 
to offer their solution. It needs be emphasized that resettle- 
ment of demobilised services personnel and discharged war 
•workers treated .in isolation from- the general problem of em- 
'ployment in country is likely -to result in. failure and cause 
frustration in the country. This problem should, therefore, 
be tackled within the larger framework- of switchover of India’s 
•economy from war to peace time basis. The objective to 
be secured is to .raise the standard of living of the masses. 
This can only be achieved by producing more services and 
. goods, internally, and through a judicious exploitation of the 
natural resources of our country and by larger, exports and 
imports. The first essential is to mobilise the manpower 
of our country. . The efficient execution of priority plans 
in connection with food and clothing, health and medical 
facilities, educational and training schemes, and rehabili- 
tation and expansion of our industries and -commerce depend 
■on it. A just solution of these will ease the problems of resettle- 
ment of ex-servicemen and discharged war workers, as there 
will be more fruitful productive avenues of employment to 
absorb many times more than the number that has been 
and will be displaced due to cessation of hostilities. 

Admittedly, the economic problems that face India 
■differ in many respects from those in other countries. She 
'hardly claims a parallel in this respect. Demobilization is 
^raising the septre of unemployment and ecraomic insecurity 
in the country during the transitional period from war to peace 
•economy. If the lessons of solving unemployment problems 
by the U. K. and the U,. S. A. which primarily arose out 
of demobilisation are made use of and applied in India with 
jnutatis mutandis changes, it can. be made the starting point 
and basis for achieving full employment as has been in other 
countries. r ■ , ' , - • . . - 


■ Dr. -ff. M. Ray, Ph. D., is Secretay of the Federal Public Service 
■Commission. He served during the War in the Navy and rose to be Lt. 
Commander. He was associated with the Resettlement Directorate. 
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AGRICULTURAL POLICY FOR THE FUTURE: 

By 

N. G. Adiiyankar 

It is common knowledge that nearly 87% of India’s, 
population of over 400 millions primarily depends for its- 
livelihood directly or indirectly on agriculture. The princi- 
pal occupation of the millions is, however, carried on at a 
very low level of efficiency. The resources in agriculture and 
animal husbandry constitute the greatest national asset. 
But, under the present organisation and technique, these re- 
sources arc hardly being utilised fully and economically so as- 
to yield the maximum benefit to the individual producer and 
to the community. The average agriculturist in India today 
lives a precarious and miserable existence. Absolutely de- 
pendent on monsoons, liis occupation proves a gamble in. 
rains. A widespread draught or heavy floods often spell a 
considerable reduction In his individual real income and 
create conditions of acute scarcity for the community. The 
fruits of scienriftc research arc more or less unkno\s'n to hU . 
technique of production. Sound man-made organisation 
docs not assist him in getting the most out of his production, 
or marketing operations. With primitive implements he- 
toils year in and year out on small scattered and fragmented- 
pieces of land to feed a population which is growing at a terri- 
fic rate. The first charge on whatever small yield he can secure 
at the end of a year’s toil consists of the various monetary 
obJigisthjtSf not always rra.<onahJf, \yhich he has to meet 
sucli as the interest of the creditor, the rent of the landlord, 
the revenue to the Government and the deductions of the 
middleman before he can retain a margin for the maintenance- 
of himself and his family. Heavily in debt, steeped in illi- 
teracy and exposed to wide fluctuations in the fortunes ofhh* 
occupation resulting from biological, seasonal and economic 
diangcs, he has little or no incentive to take to neiv ideas or 
improvements. Considering the odds against which the 
average actual cuIii\-ator labours at present, it is^a or 
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surprise that he at all sticks to his occupation. The plain 
fact of the matter is that, owing to the under-developrnent of 
physical resouices and the lack of adequate avenues of gain- 
ful employment, the growing population has no alternative 
but to fall back on land and swell the ranks of those who are, 
in fact, surplus to agriculture and suffer from “disguised 
involuntary” unemployment. In the circumstances, agri- 
culture is followed more as a mode of living and a means of 
subsistence rather than as a profitable industry. 

While this is broadly the picture of the rural India of 
today, the development of resources in agriculture and animal 
.husbandry cannot be said to have been commensurate with 
its full potentialities. On the one hand, for months on end 
the cultivator looks up to the sky and prays for an adequate 
. and periodic monsoon ; on the other hand, the waters of the 
.large rivers such as the Damodar, the Brahmaputra, the 
. Mahanadi, the Godavari and the Gauvery run to waste to 
the seas, causing widespread devastation to crops, cattle and 
•property in their mighty and turbulent .course during the 
.peak of the rainy season. If harnessed and stored through 
multi-purpose projects, these waters can prove a tremendous 
-source of cheap electricity for rural industrialization and of 
.assured water supplies for crop cultivation. Given a sound 
. and rational organisation in the field of production, finance, 
•marketing and distribution and the widest application of 
.the known results of past scientific research, the average 
.yields of the principal crops and, consequently, the real 
physical “income per acre” in relation to cost are capable 
• of being stepped up substantially in the interest of the pro- 
ducer and of national output. 

2. It is against this background that the agricultural 
problem in India must be approached and agricultural policy 
for the future formulated. The agricultural policy must 
Be directed to put into operation as rapidly as possible a 
series of integrated organisational, technological and econo- 
mic improvements designed to secure the two primary objec- 
tives : (a) to ensure for the average cultivator at the end of 

-.a. year’s toil a level of income Avhich is sufficient to cover his 
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cost of production and Icav'C him a net margin for a reasonable 
standard of life for Iiimself and his family treated as a unit 
and (b) to ensure tliat tlic resources in agriculture and animal 
husbandry' arc cflcctivcly and economically utilized so as 
to produce the maximum output at tlic minimum cost and 
meet tlic food requirements of the growing population and 
the raw materials needed for the industry and the export 
trade to the maximum extent feasible. 

3. There is an urgent need for clear thinking about 
the basic factors which determine the real income and the 
standard of life of the agriculturist. Broadly speaking, the 
standard of life of the average producer is governed by his; 
net real income, his habits, education and thcgcncral environ- 
ment. In the main, it is tlic margin between his income and 
outlay or his net income which provides him the whcrc- 
wiliial to command certain essentials of life which make up 
liis living standard. In the ultimate analysis, the net in- 
come of the average producer depends on (a) the size of the 
current output of his yearly agricultural or animal husbandry 
operations, (b) the value of the current output and (c) the 
costs or expenses of production and consumption connected 
with these operations. 

As regards (c), it may be possible to rabc tlic net income 
by regulating certain elements of the current expenses of 
production. TIic reform of land tenure designed to give 
security of tenure and reasonable rents ; tlic regulations of 
money-lending and interest rates coupled with a rapid adjust- 
ment of accumulated debts and the creation of effective al- 
ternate agencies for meeting the credit needs of the cultivator 
at a reasonable cost ; a review of the land revenue sj’stcm 
with a view to re-constructing it on the principles underlying 
the income-tax system and the creation of organised marketing 
agencies with a vic>v to regulating the deductions of the middle- 
man and enlarging the share rctainctl by the cultivator; 
these economic and oiganisational mc.isurcs may reduce the 
costs of his operations and enlarge his net income and oiigliL 
to he given n priority in a development programme. 
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As. regards (b), it is necessary to be clear about the 
-"extent to which the manipulation of the value of agricultural 
produce can serve as a means of raising the income of the 
producer and the limitations of this policy. Such a manipula- 
tion can be attempted in two ways. First, the State may 
undertake to fix and maintain the price at a level at which 
It would cover the costs of production of the bulk of repre- 
sentative producers and leave them a margin for a reasonable 
standard of life or secondly, in a given income-cost structure, 
the State may attempt to manipulate the ‘‘terms of trade” 

• or “the ratio of exchange” in favour of the agriculturist through 
-an attempt to maintain a reasonable relationship between 
-agricultural and industrial prices on the basis of the Parity 
principle adopted in the U.S.A. 

The first alternative appears to be impracticable in the 
-existing conditions in India of which the following features 
'deserve special consideration : 

(i) In view of the acute deficit nature of the represen- 
tative farm-economy and the low physical yields per acre, 
■the costs of production per unit on the most representative 
Farms are relatively very high. 

(ii) Owing to the under-development of resources and 
the rapid population growtli, the general level of employment, 
production and per capita income are low, large sections of 
population suffer from a chronic state of “disguised involun- 
tary” unemployment, lack of income and effective purchasing 
power and, consequently, the general level of consumption 
of even the elementary essentials of life such as food, clothing 
and housing is one of the low^est in the world. 

In these circumstances, an attempt to fix and maintain 
agricultural prices on the basis of the representative produ- 
cer’s costs will defeat its own purpose of enlarging the produ- 
cer’s real income. The size of the income of the producer 
is governed both by the price per maund and the existence 
of an assured and expanding market for his produce. The 
price fixed on the representative producer’s costs will be so 
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lugh tliat, what the producer will gain by way of relatively 
Jiigh price per maund will be offset by a reduction in con- 
sumption and total turn-over and sales at home or the export 
market. Moreover, sucli a unilateral effort will laise the costs 
of the manufacturing industry, impair its competitive posi- 
tion and liamper the general development programme. 

TJic second alternative seeks to secure to the agricultur- 
ist (i) a relative price stability over a given period of time and 
(ii) a relative larger share in a given income-price structure — 
not a general increase in the income level as a whole — at 
the expense of other sections of the community. The price 
■which the produccrwill fetch 9 to 12 months after his produc- 
tive labour is over, is an important consideration and an 
Assurance of a stable price over a period of time — not ncces- 
juirily a higli price— docs act as a powcjful incentive to the 
producer in co-operating fully in a campaign to raise the 
•efficiency and to increase yields. The second type of price 
manipulation should, therefore, be attempted as an integral 
part of the general development policy. 

In the conditions of low yields per acre and relatively 
liigh cost per unit of production, the low general income and 
consumption level and the general state of disguised unem- 
ployment and population growth, the future economic policy 
for agriculture has to find a solution for the apparently con- 
flicting claims of (a) an expanding income and market for 
the producer, (b) a falling price level with a view to raise 
ihc general consumption which is admittedly loiv and (c) an 
cxp.inding total level of production at decreasing average 
costs per unit oY produc^on. VJhb fiiesc considerations in 
view, the agricultural policy has to be an integral part of a 
general development plan designed to maximize the general 
level of employment, income and output through an appro- 
priate monclaiy polic)’, supported by a rapid development 
and diversification ofindustrics, planned programme of public 
works sudi as major and minor irrigation projects ancillaiy 
lo a rc-organi<«l and scientific agriculture, rural and urban 
communic.ations and housing, etc. It is well to recognise,* 
however, that for any measurable di$tanc'“ '*•* ,, 
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most intensive development on these lines will not produce a 
spectaeuJar increase in the general level of employment, in- 
comes and output which would tend to be low -as compared 
to otlier advanced countries. The primary aim of agricul- 
tural policy must, therefore, be to raise the efficiency of pro- 
duction and per acre yields relatively to costs so that aii’ 
increasing output could be produced at a progressively re- 
ducing level of costs having a reasonable relationship with 
the purchasing power in the pockets of the general mass of 
consumers. 

It would be dear from the discussion that for an effective- 
and real increase in the income of the producer, greatest pos- 
sible attention must be paid to an increase in the size of the 
current output of his yearly agricultural or animal husbandr>^ 
operations in relation to costs. That this is capable of achieve- 
ment is borne out by a comparison between the existing agri- 
cultural yields with those in other progressive agricultui-al 
countries as shown in the table below : 


Rice. 


Wheat. 

1 Cotton. 

^ Yield per acre 

(in lbs.) 

^ Yield per acre 

( in lbs.) 

Yield per acre 
(in lbs.) 

1938-39. 

1924-33. 

1937-38. 

Country. i 

1 

Yield. 

* Country. 

Yield. 

Country'. 

Yield. 

India 

728 

U. S. A. 

846 

1 Egypt 

rm 

Burma 

959 

Canada 

972 

Peru 

508 

. u. s; A. 

1,469 

Australia 

1 714 

U. S. A. 

2<Vl . 

Italy 

2,903 

Argentine 

1 780 

Brazil 

154 

89 

Eg)T>t 

Japan 

2,153 
j 2,276 

Europe 

India 

1,146 

636 

India 


The experts hold that, given a sound organisation of 
production, assured water supply and an intensive use of 
manures and improved seeds, there is a very large scope for 

1 Source : Quoted in Dr. Burn's Technological Possibilities of Agricnllnrat 
Development in.India. 
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stepping up tlic agricultural >jclds in Iiidn It i' realised 
tliat if tlic cultiv ator is to use impros ed seeds at a premium or 
purchase manure w Inch he did not use bcfoi c, his gross expenses 
of production per acre will tend to mcicasc The u'c of thc-t 
improscments is, however, advocated and can be justified 
only if tlic additional yield will be suflicicnt to cover the addi- 
tional expenses incurred and provide a margin for expanding 
the income of the producer or facilitating a reduction in Uic 
price to tile consumer Thi« point can be illustrated by the 
following example Suppose the standard yield of wheat is 
10 maunds and the price is Rs S per maund and through aa 
intensive effort over a period of years the yield is stepped up 
from 10 to 15 maunds and the additional costs incurred arc 
covered by an extra 3 maunds yield v alued at Rs 8 per maund 
T he balance of J maunds in that ease will ctthcrmcan an extra, 
income of Rs IG to the producer oi even if the prices were 
to be reduced, it will still mean that he will be better ofl th m 
before while the consumer will derive the benefit of an im- 
provement in agricultural efficiency as reflected m the re- 
duction m the prices A concentrated drive to step up agri- 
cultural yields m relation to costs per unit of production mustr 
therefore, be treated as the sheet-anchor of the agncultural 
policy for the future 

•1 The second objective of the agricultural policy must 
be to secure the most cfiicicnt and economical utilization of 
resources so is to produce at the minimum cost the maximum 
output of foodgiams for tlic requirements of the growang 
population and riw materials for the needs of the industry 
and the export trade The task of assessing the existing 
resources and tlic practical possibilities of development is 
rendered somewh U difficult by the defective nature of Indian 
agricultural statistics The available statistics arc not com- 
prehensive, accurate and reliable All the administrations 
including all the Indian States do not regularly coVect 
statistics of arci and pnoduction Thb information is aho' 
not mamtamed m respect of all the food crops and ca-di 
crops which arc grown The statistic^ of even those arras 
which collect and report them normally arc fault' ^ 
regards area statistics, those m the ryotwari tracts arc main- 
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mined by ihc revrnnc-n.i^oiry and arc, more or less, accept- 
;ibie wijiie those in iltc pcrmancnlly settled areas arc largely 
in t!u' tj.'iinre f)( a guess ^vork. 'J’lic yield estimates are arrived 
at by iniiliiph’ing tlt<; total area figure by a “standard yield” 
Jiiodified by the seasonal condition factor. The standard 
yirlfl is b a^cd on a limited tumiber of crop-cutting experiments 
and is not rcpjescntatix'c. 'riicrc is considerable room for 
improwanent in the yield figures by properly conducted 
ranfloin suinplc smacy.s and also for collection and main- 
tenance ol’ all statistics relating to production, stocks, and 
distribution b\‘ a ('(unpact statistical organisation at the 
iH'adfiiiarieis of each pro\'incc and state and its co-ordination 
at the (!entie liy a similar organisation. These statistics 
an;. lunve\'ei\ the best available data and since they arc 
compiled on the same basis and by the same machinery over 
a scries of vears, they serve a comparative purpose of 
shoNviug \-ariatious in the area and yield of crops from year 
to year. According to the available statistics of reporting 
areas, the total area of British India and Indian States and its 
di.^tribiit ion between food and non-food crops is as follows : 


^Tota] Area (Airra"r of ^ years eroding i$A9'4^) 

Million 

Acres. ’ 

(/) British India and Indian States reporting 
statistics (GG% of the total area) . . 

664*5 

[ii) Non-reporting areas in British India 

35 

{Hi) Non-reporting Indian States 

309 

Gi and Total 

1,008*5 

Total area under : 


(/) Major cereals 

177*7 

{ii) Other foodgrains and pulses . . 

58*4 

(Hi) Other food crops including Tea and 
Coffee 

31*6 

Total food crops 

267*7 


1 Source: Agricultural Statistics of India. 
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(i) C ottoii incl Jute 
u) Other non Food crops 

Tot'll non food crops 


0 


IS 


> 1 lie <\pcncnci- dunnir the wn his < speed tlic 

wcikiusscs of IiidiTS food economy “md his cmpJusizcd llic 
impcr iti\c need for lacrc'ising food proclucti in to the m isjnium 
extent possible m tlic shot test possible time 1 hern nn t cu iK — 
net wile'll fnj a joiar^ nm/c birlcv irul minoi 

milkls — constnuu tlic siijdc food of the pioph f Iiidi i 
llib IS supjilementcd bj grim niid pulse oiK ind fit ^ r 
and sugn C ert im sections of the populition hibituiilv 
consume fish “uid int'it Sucli protcctiit foods is milk 
M.gU'iblcs md fruits 'ind eggs both bccau i of their limited 
production ind lugh prices “ire bciond the meins ol the 
inijoMt> of the populniion I he most iinpoituii fc ituics of 
Indn s food ccononi) cuibcbncn> siitiri i '' 11 ws 

i) The oici'ill intern il suppK ol urc il pulses 
xcgct'iblcs fruits, milk 'ladothcrprotctlivc foods i msidcr ibl> 
fills short of tlic nutrition'll requirements of the pipuhiioa 
Ihc t iblc on p 'sj shows the estimated gip btiwccn the 
nutrition'll requirements md the 'is'iiHble stipjdies m re pcct 
ofttrcnls milk fruiis 'iiul xcgct'iblcs In judgim, the st iic- 
mint the follow ing two pomis ni'i) be lunccl a Ihcfiguit« 
of the tot il ct It il jnoduclion rclitc to both the rep )i ting trcjs 
'IS well i« iht non reporting ire as for wluth figuris ln\c 
been spcci ill) lollcrted {i) 1 he nutrition c\j>crts iceommcnd 
a cell il qiniitum of lib ada\ is a part ofa tot il diilv ration 
of 10 ozs or JMb a d u, consisting of otl cr suj)plem''nt ir) 
foods It i toinmon knowleclgc that the supph mcntar> 
foods such as \ogetablcs, fniits, milk and Cv,gs arc not a\ail- 
able and if asailiblc arc not witlnn the m'*in« iif the bulk 
of ihc populition In the cirtumsianccs, ihc mitrinoinl 
cereal requirements ouglit to be calculated on a dailv sc ilc 
Inghcr than 1 lb a da\ The Indian jad ration is a eerril 
•quantum of M lb> a da) 
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(it) This insufficient overall supply of foodi;rains is 
not a “constant average quantits” but is subject to uidc 
fluctuations varyingfrom 1 to 3 million tons from>carto >car 
ouing to the absolute dependence on tlic moasoon In 
years of drauglit or flood', large masses of population arc 
denied even the inadequate supplies which tliey are accus- 
tomed to get in average jears 

(ill) Apart from fluctuations in the overall trops and 
supply, certain traditional famine areas m the country such 
as the Deccan districts of Bombay, the Ceded districts of 
Madras, the Hissar district in the Punjab, and some of the 
Rajputana and Deccan States arc cvpo'cd to recurring chronic 
failure of rains and consequent scarcity and fimmc c.on- 
ditioiis Thc'c areas prc'cnt a Special Area problem rcquii- 
ing a special Rehabilitation Administration and programme 

(iff) Owing to under-development of resources, the 
general level of income is low and a large section of the popula- 
tion suffers from disguucd uncmployTncnt with the result that 
the population in general has not got the nccc'sarv money - 
income to purchase at tlic prevailing prices the minimum 
daily quantum of food and foodstufT' consitiercd desirable 
from the nutrition stand|Kmit A recent cvuleiuc of this 
fact Is that notwitlistaiuiing the non-avaihbilitv and lugh 
jiriccs of supplcmcntarj foods, the actual offtake of cereals 
lia'- amounted to onlv to 80% of the standard ration of 
1 lb a day in most rationctl areas Inadequate overall 
supply coupled with low incomes or lack of incomes or pur- 
chasing power result in '■crious umlcr-nounshment and 
uiulcr-consuniption of a large percentage of the population 

iu) liic supjilv of protective foods such as milk, vege- 
tables, fruits, eggs, meal and fish is inadequate, their prices 
arc high and, m consequence, thc'c commodltlc^ arc normallv 
bevond ihe means of the bulk of the population The food 
eronomic-v of a number of areas in tlic matter of production 
and consumption art “one crop crononuci” such is “nee 
rronomics” of ra'tcrn .and Southern India vsjih the result 
that that particular cereal predominates n diet 
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of the population. Side by side with under-nourishment^ 
nial-nuti ition is a common phenomenon which makes the 
population easy victims of epidemics and diseases following- 
in the wake of general scarcity conditions. 

{vi) The total crop of about 55 to 60 million tons 
of cereals is pioduced by millions of cultivators scattered all 
over the 7 lakhs of villages. Nearly 60% of the total annual 
yield is retained by the producer for seeds and consumption 
purposes and, in normal times, the balance goes into the 
hands of an army of unorganised and unregulated middlemen. 
Unlike a small country which imports bulk of its food require- 
ments and can bring them under the physical control of 
Government at the small number of bottle-necks offered by 
the ports, in a vast country like India, the problem of physical 
procurement of grains from the producers and its mobilization 
in the hands of a Government- agency presents formidable 
difficulties. 

{vii) The storage facilities for grains are unsatisfactory 
and result in substantial losses of grains in storage or transit 
and also limit the security available for marketing finance. 

{viii) The question of quality of foodgrains and cash 
crops also requires a very careful scrutiny with a view to raising 
the standards which have inevitably deteriorated during the 
regime of control in this country in common with other 
countries. 

(ix) The location and the organisation of subsidiary 
industries such as the flour and rice mills, has also outlived 
the pre-war conditions and their equipment is outmoded in 
many cases. 

It will be observed that the problem of ensuring food for 
all, of adequate quantity and requisite quality, presents a 
wide variety of objectives to be achieved. Tlic resources 
for development being limited, even in regard to tlic objec- 
tives It is necessary to draw up an order of priority. A a 
adequate supply of cereals and pulses to give full nourisliment 
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to tlic population must take precedence over increased supply 
of vegetables, fruits and otlicr protective foods \viili a \ic\v 
to raising the nutritive standard of the diet. For this purpose, 
tlic possibilities of expansion in local production have to be 
assessed and the scale of imports to be determined. So long 
as risks attendant with draught or floods remain unregulated 
through development of multi-purpose j)iojcct<j, the mainten- 
ance of grain reserves to offset the scarcity condition^ in bad 
years lias also to be tackled. Simultaneously, stcp« have to 
be taken to raise the income and the purebasmg power 
tlirougli industrialization and public works programmes so 
that tire population can, in fact, get tire desirable minimum 
daily quantum of food. The cottage industric.^ must plu>' 
a part, but the relative priority to be assigned should be 
determined by the actual employment-creating \aluc of the 
sclicrncs rather than a fashionable imitation of such hackneyed 
schemes as bee-keeping, coir-malting etc., wlio^e benefits ns 
.supplementary income and employment-yielding avenues arc 
of doubtful nature. A planned location of large-scale indus- 
tries directly connected with agriculture such as cotton spin- 
ning and weaving, vcgciabic-glicc and sugar in the licari of 
rural areas, subject to climatic considerations, will go a long 
way in providing supplcmcntar>' employment and incomes 
•to tire rural population. Tlic general problem of grain storage 
for nornral commercial transactions and for rcscr-vc’^ has to 
be taken up with a view to minimizing storage and transit 
losses. A country-wide network of liccn'^cd warehouses of 
approved types, under the auspices of the State, will provide 
additional storage capacity and increase the security avail- 
able Jbr market-finance. In the fight of intcr-provinciaf 
trade data collected tiuring the war, the location of sub'ii- 
diaiy food industric.s like flou»- and rice mills should be 
reviewed. In deciding the location, the possibility of 
encouraging the setting up of new mills in backsvard areas 
Mich as Assam or nasiern States whore they will assist pro- 
curement or inrjirovc the kccjring quality of rice which is 
now hand-pounded or floni mills in deficit wheat-consuming 
areas so n« to rai«e tlic keeping quality of wheat product' 
and avoid losses through transit deserve consideration. Simi- 
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the ric.e mills may l)c cncoii raged to import machinery 
ina)r])ora[i}ig Jatot procc^acs of drying paddy and jfiour- 
mills lo jniport plants fitted to produce a product of higher 
nutritive \‘nluc like whole-meal or flour. 

f). Prior to World ^\^^r IJ, Indian agricultural produc- 
tj(m wtis largely adapted to the needs of a flourishing export 
trade. Pea, coffee, cotton, jute, and oikseeds predominated 
ill the exjiort trade and, in common with the other primary 
]irnducing countries, the income of the Indian agriculturist 
came to be largely determined by tlic fortunes of these staple 
commodities in the mternntiona} markets. Since the adop- 
tion of (he policy of protection and the re-orientation of the 
cxjjort in.-irkcts during the Depression, there has been an in- 
creasing tendency to utilize these law materials for meeting 
the growing needs of tlic Indian industries such as cotton. 
Jute, sugar, etc., wiiich provide an increasing market for the 
Indian agricultural produce. The loss of export maii:ets 
in general and (he Japanc.se market in particular for short 
•Staple cotton and the Buropcan markets for the oilseeds and 
jute caused a comparative slump in the prices of these cash 
crop.'^ in the early years of war. Oilseeds and jute, however, 
soon rccovci’cd jjai'tl)’ owing to the war demand and the in- 
creased demand for oil for consumption and as the raw mate- 
rial for vegetable-ghee industry. The position of short staple 
cotton, liowcvcr, did not materially improve during the war 
years. The loss of export mai'kets on the one hand coupled 
with tlic worsening internal food situation on the other, re- 
sulted in a shift in the terms of trade betiveen cash crops and 
food crops and the relatively high prices of food crops were a 
major factor in the switch-over from cash crops to food crops. 
Joivar. bajra and maize are substitute food crops for cotton 
and paddy for jute. The climatic conditions and the relative 
price ratio of these commodities do affect to a considerable 
degree the acreages under these alternate crops. The .«:witch- 
•over from cotton to bajra and jawar and jute to paddy was 
one of the main planks of the increased food production efforts 
made during die war. The following figures show the average 
yield of cotton, jute, rice, bajra, jowar and maize from 1938-39 
to 1943-44 : 
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\rca (in million acres) 

Years 

Co(eon 

Jute 

JJajra 

Jouar 

Maize 

Rice 

I93« 39 

23 3 

3 2 

19 8 

37 1 

9 2 

78 3 

1939-4(1 

21 «» 

5 7 

20 4 

37 0 

8 3 

78 1 

1910-41 

23 3 

2 1 

21 f. 

37 0 

s 2 

70 9 

1911-42 

24 2 

2 2 

21 0 

3S 0 

8 1 

77 4 

1942 13 

19 2 

3 3 

2f. 3 

40 0 

8 7 

79 1 

1043 44 

21 1 

2 0 

24 2 

39 4 

8 7 

s4 9* 



Md 






In millitn bales) 


(In million tons) 


1939 3 » 

’» I 

9 7 

3 0 

7 2 

2 r, 

20 1 

1939 1(1 

4 9 

IJ 2 

2 ) 

7 3 

2 9 

27 » 

1940 41 

(> 1 

’> 4 

3 7 

7 ') 

2 9 

23 8 

19IM2 

0 2 

3 5 

3 7 

7 0 

2 C 

27 U 

1942 4H 

4 7 

9 1 

1 7 

1 4 

3 0 

3(i 0 

1943-11 

* - 

7 0 

4 2 

7 4 

3 0 

32 4* 


The rcstrictjon ofjutc acreage started from lOJO-41 and 
tlic campaign to di\crt the area from cotton to jovar^ bajja 
and mai7c, commenced with the season '\bout 

4 to T million acres were duerted from cotton to hajra^ jooar 
and imizc during 1912-Id and l*>13-n, but the additional 
fields ha\c not been proportionate!) larger Tins shots % 
that the clTicts ofa poucrful dritc to rcgulnlc crop acreages 
can be ofiset b\ a failure of rain, both iniis\olumcandpcrio- 
dicit) The relation between the paddj and jute acreages 
has not been borne out bs these figures This ma) he parth 
due to the fact that the basic acrca^ under jute in 19J9-in 
was large and the drastic reduction m the following jears 
left room for simultancou> increase in paddj and jute acreages 

As soon as the c\port markets rc\i\c and the demands 
of the domestic industries expand, not mucli reliance can be 

• ai r it-ftittict of arra anJ %ic d f r Tier f r »*’ow a sud Jrn jum-t 

Vihich i< larR'l) t'ur jo a chanpr in llcjjilcmof calnilatioi adopl’^^ in llm^al 
vhirti liai thr larjfr^j arra un<lrf nc^ 
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placed on the diversion of acreage from cash to food crops 
for increasing food production. Aloreover, the reduction 
in the acreage under cotton or groundnut implies a reduc- 
tion in the supplies of oil-cake for cattle feed or manurial pur- 
poses, 'which in its turn may adversely alfect the production 
of milk or crop yields. The acreages under cash crops like 
cotton and jute will primarily have to be determined in the 
light of (a) the demand of Indian industry for current out- 
put and stocks and (b) the export demand. Since the relative 
price ratios of these alternate crops influence the actual 
acreages sown and the total production, a deliberate planning 
of acreages under these alternate crops will have to become 
an integral part of the agricultural policy. 

7. An attempt has so far been made to set out the 
objectives of agricultural policy and to indicate the jirincipal 
problems which will have to be tackled. The policy for 
their solution must be directed to the formulation and imple- 
mentation of a series of integrated technological, economic 
and organizational improvements with a view to securing 
primarily maximum yields per acre in relation -to costs. The 
task must be approached in the same manner as the econo- 
mic preparation and mobilization of resources for a total war 
effort. In such an cffort,it will be necessary {a) to determine 
the targets of additional production to be secured in a given 
period in specified areas, {b) to draw up an order of priority 
of the measures to be undertaken in the light of availability 
of resources and to co-relate each of these measures to strictly 
pre- determined results to be obtained and (r) to provide 
adequate organisation to execute the programme of action, 
and to watch and report on the results and to make adjust- 
ments. 

8. The targets of increased food production may be 
based either on (a) the estimated gap between the total 
nutritional requirements and the available resources or (b) 
the cereal-deficit constituted by the pre-war net import figure 
modified by the additional requirements due to the annual 
increase in population. On a nutritional basis, the gap will 
appear to be about 3 to 3|- million tons with a further 070,000 
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(Oils per )car for the annual population rate of increase of 5 
millions So lontj as tlic general Icscl of income, purchasing 
poisci and consumption has not been cncctnclj raised, tin 
target on the h>pothetical nutntional basis ill appear to be 
an ambitious one AltcrnativeK, the target can be fixed 
on the net prc-i\ar import demand of al>oul a milhon«and*a- 
Inlf tons with adjustments foi the nniut.il population increase 

0 As regards tlic measures duting the war tiie increased 
food production cfloris wcic based on the fo!loi\mg planks 
(I) a si\itch-o\ti from cash to food crops, intensive mea- 
'tires to raise products it> and>Jclds througli assured watci 
supply, imjirovcd seed* and manure distribution and 3j 
bruighig under plough frcdi land dcseiibcd as ‘ eiiltuiable 
vsastes” or fallows A*’ indicated lu the previous ducussion 
not much reliance can be placed on (.Ij As regards 2; 
tlic first and foremost priority will have to be given to assured 
water Hipplj Ihc maximum number of multi-purpose 
projects for large «calc rc«c!voir«, dams .ind hydro-clcciric 
generation on the* principal rivers must be given the highest 
pnoritv in the Development Plan' It is open to argument 
whcilier sucli projects vsliich will take between s to 29 yt irs 
for (oniplction should be given a prioniv ovei minor irriga- 
tion schemes I lie'c projects arc partlv m (he nature of i pro- 
V ision of rc«ourccs at the expcn<c of current coininijnion as 
an insurance agimsi the known risks of Mature and jiartlv as 
insliuintnl': of clevclopmg the physical resources and sircngtli- 
< nine pcrmancMllv tlic fahiir of rural economy Having 
Rgnnl to tlic position of absolute helplessness to which the 
average agriculturist and the cominuintv arc exposed owing 
to tlie depcndciKc on monsoons, thcic c in he no two opinions 
.ibom the degree e>f piiontv to be accorded to tiiesc schemes. 
An ccjuallv high |>noni\ should be given to a v\idc cxtcitsion 
of iub< vmIIs, open surface wells, tanks and small dams 
with pimij)iiig plini msfal).iiion« I.avh admiimiration must 
lir-i d( termine the location of areas wheic each type of vsell 
i.m prodme tin best re ults, then as'Css the availabilitv of 
inaternK suiii as brjck>,«tc« I, ecnicnt.and coal and imdert.ak( 
the sinking of well* <in ihc vsukst practicable scale to prov ide 
assured water supplv to .is large an area .as jvwsible*. 
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’I w.) oih.u- mr.TMiio whidi .'!iT rnlculatcd to raise yields 
i.iidflK ;irr iu!'’)isi\'<> ti.<- ,,| jnainnt* and improved varieties 
<•{ red-,, fi !■- tfir f view fhai ihc use of manures and 
irnpMjvrr! . ' rd' v. ill viflfi ilie Ijea remits if they arc used in 
• nnimu lion v/iih a^utird v/;uer for the soil, flic iiitcn.dve 
d! {nhmau! nf manure^ andimp/oved .seeds should, therefore, 
ijf' * o!u *’11(1 al'-d iu th,- initial stairs on the irrigated areas 
>’i de|)»'nd.ii>l»' ra.lu-h'd a.ivas u-lu-re the risk of tlraught or 
lio.uf. e, eoiioflri'rd lo )jf ;u (he minimum. The manure 
dn-ttihtition target siionlr! .lisn at eoveiing the entire iirigatcd 
.'Jea. undor ',•.!)(•.>( ancf rice uithin the .'•hortc.st possible time. 
On this l>a<i-'. the fpiantity of manures required should be 
worked our and '-tejw '-liould be taken to producCj collect 
.uif! di'^tribufe thiough a network of seed st^jre.s all types of 
ju.vnuia"- such as the farni-yaid manure, !!/) \'illagc and 
town eompo'.i prepared according to liangalorc process 
( , ammonium sulphate in eonjimction with boncmcal or 
oil-cakes and <d) green nuniure seeds. The con.'^crvation 
of farm-yard mtmuri' will not be a piaclicnl proposition 
unle.ss the ''Cherne is litiked up with \’illage plantations to create 
i'nel-re^*erves .and nrox ide .an alternate cheap fuel to the villager. 


In. As regards seeds, each administration should deter- 
mine the; period in which tin' entire area under principal crops 
will be covered by the knrnvn improved varieties and work 
out the total (juautity of imju'ovcd variety of seeds required. 
Oil this ij.asis, steps ha\’c to be taken to establish Govern- 
ment farms and make >\ and b growers’ arrangements for the 
multiplie-atiou of (he improved seeds and also for distribution 
of the seeds thiough seed stores. The actual target of work 
will have to be modified in the light of estimated total quanti- 
ties of manure and improved seeds which it would be practi- 
cable to produce and distribute during a given period. 

11 . A leal development effort will mean large scale 
investment of public funds and sncJi an expenditure will be 
iustifi.ablc only if concrete results could be obtained from the 
given expenditure. During the war, an extensive system of 
food control and administration comprising of procurement 
thiough a single Governmental agency of all the marketable 
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suiplusc; of grams at controlled prices md tlic distnbutiou 
of these supplies through controlled channels and ration shop> 
has been built up So long as thc'jc controls continue it 
would be an advantage if thcmicnsive Grow-More-rood 
effort b) wav of use of manures and seeds m specified areas 
IS Imbed up wall T procurement eflbrt m ilic form of advance 
contracts vvitii the producers lu specified aicas to deliver the 
expected additional quantities of food at «pccificcl prices 
This IS, pcrliaps, tlic only means of ensuring that the given 
expenditure of public funds docs produce specific loncrctc 
icsults 

1 J As regards ( 1), the Iqncultufai Slalnlics of Indie 
report nearly 118 million acrc< as “cuhiirablc but not tulti 
sated waste and fid million acres as current fallows Ii 
the existing technique of agricultunl production keeping 
lands fallow i< a normal rotational practice and unless more 
definite guidance about the crop rotation could be given it 
cinnot be interfered vsith to any Ktgc extent The possibi- 
lity of green-manuring the lands kept ns current fallow and 
growing a cereal crop in the folloumg season, howcvci re- 
quires cxamiii itcon 

The large area of land described as culiurablc but not 
cultivated has often mviicd comments It is true that a verv 
) irgc portion of this Hml may not be cultivable at all, or tlic 
f.ictors which ai count for their rcinaiiimg uncultivated mav 
be «ucli as to require large scale capital expenditure The 
growth of deep looted wccd< like tlic kans m the b P or 
hnnah m the C P , the alkaline nature of the soil, pre 
valence of nnlarn and wild animals may be some of th* 
fictors which hamper development of these areas \ 
svsicimnc suivcv Ins, lunv ever, vet been made m order a 
to locate ihc<c blocks of land and their extent and U lo 
dcicrmim. v\ith the aid of an expert team of an agncul 
tutist, an engineer and a forester what crops can be cco*'^ 
micallv grow nor the tv pc ami «calcofcapitaIin\cstmcni 
might be iKccssan for their pro|)cr d'*vdopmcnt In 
of the urgent nccdof growing morefoodand non-fooc 
including village-plantations, such ftin'*— ’ 
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'ducted as rapidly as possible in all areas which report sub- 
stantial blocks of land as culturable waste” and steps should 
be taken to prepare suitable development projects. 

Apart from the “cultivable waste lands,” there is a consi- 
derable scope for developing eroded lands and carrying out 
anti-erosion measures for conservation of the soil. This work 
also requiics (a) a survey to locate the blocks of land which 
can be saved for cultivation through suitable anti-erosion 
measures and (/;) the formulation of combined projects 
for developing the lands with such measures as afforestation 
of the catchment areas or contour and terrace bunding on 
the lines attempted in some of the hill areas in the Punjab 
or field- bunding for conservation of moisture on the lines 
of work done in the Bombay Deccan. 

13. A facile optimism is noticeable in recent discussions 
of the agricultural problem which lends support to the view 
that all that is necessary to raise food production is to organise 
an intensive distribution of manures and improved seeds and 
provide assured water supply. That these are the most 
important means of increasing production can hardly be dis- 
puted, but the question which deserves very careful considera- 
tion is whether the average agriculturist with his small farm, 
limited resources, scepticism about the use of manures, primi- 
tive technique and the inertia born of a century’s neglect 
'* will in fact avail himself of these facilities, put them on the soil 
and increase production in all the 700,000 villages of India. 
Any careful examination of the problem brings out the con- 
clusion, that if approached on an individual basis, not 
much can be hoped for by way of real and cffectir'e results. 
The problem of a rational and sound organization in the field 
of production is fundamental to real agricultural improve- 
ments. The hard realities of the social and economic life 
of the average cultivator have to be taken into account in 
discovering a proper “basic unit of production’ and a suitable 
-organization. The attachment of the small man to his field 
is almost pathetic. The existence of a multiplicity of inter- 
mediate interests between the actual tiller of the soil and the 
recipients of the net benefits or rent is well-known. The 
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cruci4il question, in tin? connection, is not ^^llo ouns the 
land or wlio rccci\cs the lent but, hou the fjivcn available 
limited rc'-ourccs in land in each Milage arc organised for 
production. It is a satisfactorj' ansucr to the question 
iiovv the icsourccs arc orgnrii7cd foi production tJial will 
dclcrmitic the rate of agricultural progress and improvement 
in agricultural cfTicicncy. The main elements of a satisfac- 
tory and rational oigani7ation ran be broadlv indicated as 
follows ' 

[]) Wliatcver tlic position of land-ovMicrs or rentiers 
tlie sjsiom of f irming orsmall pieces of land b\ the indiv idual 
cultnatoi on .i familv basis imi«t give pl.m to the finning 
of the entile available land m cacli village on .i lo-opriativt 
basis bv the village tommunitv as a wJiolc In. other words, 
the village must become the priinar> basic unit ol produce 
tion for ‘‘cropping jiurposcs..” 

(l’) The distribution of in.muics and seeds or even 
water must be tirrangcd not on an individual basis but 
as bulk supplies on a eollcctivc basis for ilic entire village 
eommunii). 

(d) The actual tillcis must be required to accept a 
prescribed c lopping-'chcdulc for ihe village are.i 

Keeping in view thc'c element', the aim muct be to 
organiac each villigc connnunitv jiuo an association and to 
require the actual cultivaton. to farm the entire village area 
according to a prescribed croppint'-sihcdulc The village 
association sliotild «crvc as a inuUi-ptirjiosc cretlit-cuni-inar- 
kctingsocictv. Ii'liould inahitam a siore for seeds and ma- 
nures and also accommodationfor storing giain pledged In the 
incinbciN wlio should be required to sell their grain «ur[>!uscs 
onlv through the a«'oriation In fact, liic asmeiation should 
be performing functions similar to iho'C performed bv the 
branches of the Credit Agritolc in Ilgvpt suUias the advances 
of manure or<ccd loans oradv antes against the produce pledged 
by the members Such .n democratic association should be 
Assisted by «mall nucleus expert staff provided byCovcrnmcni. 
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Tlie Government should, also give necessary financial assis- 
tance. It is realised that the reorganization of the village 
community life in all 700,000 villages of India on these lines 
will be an ambitious task and it should be attempted in the 
first instance in selected villages and then extended to other 
areas in the light of experience. It must be realized that 
there is no short-cut to rural prosperity and the rate of agri- 
cultural progress will, in the main, be determined by the 
success achieved in building up a sound village organization 
and a satisfactory basic unit of production. In this connec- 
tion, the recent legislation for the establishment of Goan 
Panchayats adopted in the United Provinces deserves very 
careful study. 

Side by Side with the question of a sound village organ- 
ization, the administrations will have to review and provide^ 
adequate planning machinery at the headquarters in the form 
of agricultural and land development commissions or boards- 
with executive staff and similar machinery at the headquar- 
ters of the districts. 

14, The lines of reform to be undertaken and the 
problems to be tackled are manifold. The available resources 
in men and material.'; are limited. This inevitably requires 
an order of priority both in regard to the measures to ‘be taken- 
up and the objectives to be tackled. This is not to minimize 
the importance of the economic measures referred to in the dis- 
cussion relating to the factors governing the income of the 
agriculturi.‘;t or such measures as the increased production 
of vegetables and fruits or the provision of field service for 
protecting crops from diseases and pests or storage pests. 

Agricultural research is ultimately the foundation of 
all agricultural progress. While existing researcli has not 
only to be maintained but greatly expanded, the immediate 
need in India is to put on the fields of the actual cultivators' 
the known results of past research on the widest possible scale 
in the shortest time and this must become the watchword 
of the policy for sometime to come. 
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15 In the field of animal husbandry on6 has also to 
face tlic problem of limited means in relation to alternate 
pressing objectives to be tackled and priorities arc unavoidable 
Intensive and extensive work, on a very large scale, has yet to 
be done to improv c the breed of cattle, sheep, goats, and poultry 
and to provide adequate protection to them against disease' 
and veterinary treatment and aid The highest priority should, 
Iiowcvcr, be given to efforts to increase milk and fi'h supplies 
a' rapidly as possible The importance of milk m the diet 
of a vegetarian people docs not require emphasis The present 
supply of milk IS woefully inadequate as compared to the 
nutritional requirements of the people The povertv and 
the lack of purchasing power of the bulk of the population 
IS also largely rcspoasiblc for the low per capita consumption of 
milk In the ease of a perishable but highly valuable food like 
milk, the creation of an a'surcd market at a reasonable price 
is the most important prc-rcquisitc of an effort to increase 
production and supplies of wholesome pure milk The 
expert view in the matter is, that keeping m view this ba«ic 
condition, the problem of increasing milk supplies should 
be tackled in the following way First, each administration 
should appoint a dairy development officer to carry out a 
rapid survey of the condition' of supplv and distribution 
ofmilk m respect of all the important urban areas m the pro- 
vince or stale On the ba'is of this information, the authori- 
lic' 'hoiild organi'c the wholc'alc distributors m each town 
into a single distributive agency and link up sucJi a distribu- 
tive agency to a two-fold 'cheme of development, (a) a procure- 
ment sclicmc and fi) .a civil dairy farm scheme Under (a), 
t}tc ac^CiiC) arrange to colicct nttlk fcam tliC 

individual gc lalas at focul points within a radius of JO to 2*5 
milev of each urban .area, transport that milk quickly to a 
central dairy m the town, process the milk and arrange it' 
distnlnition to the population on a zonal basis TIic activ itie' 
of the distributive agency should bcsupcrvizcd b\ .a board 
consisting of rcpresrniativcs of the producers, the distnbutois 
and consumers and a number of representatives nominated 
In Government The di'iiibutivc agenev 'hould irv toencou- 
rage the gc cchs to organise thcm'clvcs on a co-opcraiivc 
basts and to maintain their cattle undci a common shed 
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and intiodurc: stall feeding. As an inducement, the gowalas 
willing to lake up the scheme should be supplied concentrates 
or fodder at subsidized rates in the initial period until the 


scheme makes sufficient headway. Under (/y), the distri- 
butivt; agency should establish a dairy farm of its own in the 
same neighbourhood where pedigree cattle may be main- 
tained and ^vhich should become a nucleus of better-feeding 
and bcttin-breeding work and demonstration. The size 
of the dairy farm should be economically planned with a 
view to sujjplyinga portion of the daily consumption require- 
ments of the distributix'c agency. High prices is as much a 
cause of low consumption of milk as inadequate supplies. 
It should be appreciated that the cost of producing pure 
milk will be relati\‘cly high and, with a view to encouraging 
the. consumjnionof this highly nutritive fond, the administra- 
tions should introduce special schemes of selling milk at 
concessional rates through the same distributive agency to the 
vulnerable sections of pojnilation such as women and children. 
.Such an organized effort at increasing the milk supplies for 
the urban aicas will have to be supplemented by intensive 
breeding ^vork through the establishment of the Government 
breeding famis and through key villages and provision of 
adequate veterinary aid. 


1 6 . Fish constitutes an important article of diet of cer- 
tain sections of population and is a very valuable supplemen- 
tary in the diet of tlie people accustomed to take it. Intensive 
effort requires to be made to clean tanks, to distribute finger- 
ligs -and fry for stocking up all the tanks and ponds and to 
promote an organized maikcting agency amongst the fisher- 
men. The potentialities of increased fish production in the 
Bay of Bengal and the Arabian Sea round about the principal 
ports also need to be surveyed and followed up by the 
establishment of fish-curing yards, provision of launches with 
cold storages .and provisions of ice and salt at concessional 
rates to the fishing parties and necessary arrangements 
to train the staff. 
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17. 'rJic jmpoit.mcc of further research ^vork in animal 
luisbandry does not require special cmpliasis. Much work 
Jiai >ct to be done particularly in respect of animal nutrition 
studies combined with intensive development of the grass 
rcscr\’cs and fodder supplies and also concentrates and their 
dhtribution. 


18 An attempt has been made m tins sliort article 
to set out the salient features of the agricultural problem 
in India and to indicate the major planks of the agncultural 
development poIir> designed to secure a lapid increase m 
the income and the living standard of the agriculturist and 
miximiim production of agncultural crops at the minimum 
possible tost The organizational aspect of development 
in the field of production, marketing and finance both for 
agriculture and animal husbandrj* is of pivotal importance 
to real and lasting development Tlic principal objective 
and the mam measuring yard of progress mu«l be increasing 
fields per acre of all the principal crops in relation to costs 
and the major attack must be directed to the creation of a 
sound ofganiratioa «o as to create an opfmum basic unit 
of production in agriculture and animal husbandry consistent 
as.lh the facts of the social and economic life of the people 
and al'O in the field of finance, marketing and distribution, 
'riic part ili.it m.in-madc ratiomi organization has to play 
in llic development of the full potcntiahiies of ugricuUurc 
and animal Inwb.wdrv is not Always clearK appreciated It 
i« more the qualitv and the «calc of the human effort involved 
rather than the actual choice and soundnev'; of particular mca. 
sure? that will determine the rate and the degree of progress. 
Tile dream of a full) rationalized agriculture and animal 
luisbandrv vicldint: the maximum net output and the highest 
possible real income in the interest of the mdiv idu.al producer 
and the comniunitv is an alluring one. Hut the temple of 
a iuo\pcrous nitnl India is based on an eminence and the 
path to it 1 C .1 long laborious one requiring a tremendous 
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organizational cfTort and a sustained and vigorous drive for 
emancipating die producer from all the risks, natural, biolo- 
gical and economic, launched and maintained with the full 
co-operation of the jreople and the Government. 


Afr. jY. G. Ahhynnkar, Af.A., ALSc. {Eco. Land.) started his career 
<is Research Assistant in Economics in the Bombay University School of 
Juonnmics and Sociology. After ivorking in various capacities, he became 
Deputy Secretary, Food Department, Government of India. Recently he 
.has been appointed Food Adviser to the Indian Embassy at iVashington. 



STABILIZATION OF AGRICULTURAL 
PRICES 

By 

M L Dantwala 

In 1015, the American Farm Economic Association 
conducted a contest for the best paper on the subject of “A 
Price Policy for Agriculture, consistent with Economic Pro- 
grci«' tint will promote adequate and more Stable Income 
from Farming ’’ In all 317 papers were received Several 
University Tcaclicrs and Administrators participated m the 
contest Neatly a dozen top-ranking papers were published 
in the November 1945 issue of tlic Journal of Farm Econo- 
mics Tlic papcis provide an intcrc*;tmg insight mlo Uic 
current American thought on the question of farm prices. 
Though obviousl) written m the backgiound of American 
conditions, certain dominant trends m the academic opinion 
on the subject arc clearly visible We, m India, arc scnously 
considering the question of stabilization of agricultural prices 
and tlic experience as well as the knowledge of the trend m 
economic thouglit from America wiU be very valuable A 
perusal of the prizc-w innmg papers reveals a distinct emphasis 
on the following pomtv 

1 Rflnncc on the general economic stability and a higli 
level of employment for the maintenance of higli 
level of agnculiural prices 

2 A siiong accent on free market mechanism 

1 Forw ird pricing and compensatory piyoncnt to 
fvrmcrs for maintaining their standard of living. 

I An cnliglitcned storage policy 

I I is pointct! out tint no one sector of economy can hope 

to benefit contmuallv .at the cost of the other Some “corrcc- 
ijon” of natural disadv images or inelas' > 
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may be legitimate, but, in the long run, economic prosperity 
is one and indivisible. Price and income stability is the basic 
problem of the whole economy. Attempts at solution must 
therefore be general in scope. At least we must see that 
solutions recommended for agricultural prices do not conflict 
with the general monetary fiscal policy. It is as much in 
the interest of the farmer as anyone else to see that employ- 
ment is maintained at a high level. Yet the test of a price 
formula is in the depression. The depression, when it comes, 
affects every sector of economy and a scramble for stability 
by anyone must injure the rest. And experience hitherto 
shows that the boldest of price formulas will break down in 
the face of a persistent depression. What a price policy for 
agriculture can, at best, try to do is to remove the disabilities 
inherent in the agricultural economy. 

American thinkers seem to lay the greatest emphasis on 
free price mechanism. Any interference with it, they fear, 
would seriously disturb the resource allocation function of 
the price mechanism. They are conscious of the fact that 
the failure of relative prices to reflect consumers’ choices 
and impediments to mobility of resources from less to more 
remunerative uses, are the two major barriers to optimum 
resource allocation. But the contention is that an unwise 
price policy for agriculture instead of helping mobility may 
perpetuate an undesirable sMus quo or, what is woise, attract 
resources into basically inferior uses. Parity prices have the 
disadvantage that they stereotype conditions and patterns 
prevailing at some historical period and prevent the reflec- 
tion of current consumers’ choices and changed economic 
conditions. Anyway opinion seems to be fairly unanimous 
against transferring price decisions from the market to the 
secretariat. The dollar vote is considered more reliable than 
the political one. 

But this faith in the theoretical efficacy of the dollar vote 
is weakened to a certain extent by actual expei'ience. There 
is a genuine desire to see that the results of the free price 
mechanism are consistent with certain accepted social values. 

It is realised that a strict productivity distribution does not 
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always acliic\c the social aim Hence the necessity of agri- 
cultural price policy as distinct from the general monetary 
fiscal policy As mentioned before thcie arc certain inherent 
characteristics of agricultuial economy which arc icspon<ible 
for social di«cquihbriiim and thc«c ma\ need coricction 
Tor example, it is well known that agricultural production 
IS not fully sensitnc to price fluctuations and that production 
is maintained even where prices arc not stifiicicnt to co\cr 
the costs Secondly, when prices begin to fall, the fall m 
prices of agricultural commoditic*' is mucli more precipitous 
It i*! here that the price policy for agriculture has to make 
an appearance It must imcrfcic and yet cause the least 
disturbance m the free maikct mechanism How can it 
do «o ^ 


The svstem recommended js that of forward pricing 
with compensatory payments whenever market prices fall 
below fonsard prices In fixing forward prices care is taken 
to sec that they do not result m an income 'o liigh that jt will 
retain labour resources m agriculture not warranted by tech- 
nological needs but which, at the same time, under no cir- 
cumvtancc« mu<t be so low that they lower agricultural cfii- 
cicncy or lead to exploitation of tenants and agricultural 
labourer^ or cause transfer of lands into the hand« of the 
money-lenders Otherwise the prices must be such as would 
bring forlli supplies commensurate with the consumption 
needs of (lie community (effective demand at full employ- 
ment) 


T Ive. svf Uve. are bt left fite 

to ’Jcck a level at winch they arc able to clear the supplies 
The pricc« would llicn reflect current consumers’ clioicc and 
ihougli compensatory p.avmem would prevent the actual re- 
allocation of resources, the Plannmij Authority will liavc a 
clear indication of the situation The maiket pnecs vmII 
prov idc an excellent check on enthusiasm (induced b\ political 
considerations) as v\cll as on the judgment of the Planning 
Auihoritv I argr cempensatorv pavmcnt' would be a sigtial 
fni switching ofl resource^ to other uses 
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As' Till «is the fiximcis <irc concciiicd forward prices remove 
ilu'ir fear of iniccrtainty and compensatory payments enable 
(hem to maintain their standard of living and efficiency of 
cnllivation. 

Anotlua advantage of the system is that it saves the admin- 
istnition all the bother of storage and its allied problems. 
CJovernment's buying is no solution to the problem ofsurpluses 
and ns the Federal Fairn Hoard realized to its cost, as an 
instrumtnt for sustaining prices its efficacy is very limited. 

I'lom the point of view of administrative convenience 
the system of compensatory payments compares favourably 
with that of fi.xcd prices and Government buying. In order 
that the fi.Ncd price may reach the actual producer, the Govern- 
ment may have to iiuy directly from the primary producer. 
In that case the whole burden of marketing the crop falls 
on their shoulder. For a country like India this will be a 
stupendous (ask. Compensatory payment has also its pro- 
blems, but ns will be seen fr'om the following scheme, the admin- 
istrative work involved in it is much less. 

There is more than one method of implementing the 
scheme. Here i.s one advocated by Karl Brandt of the 
Stanford Univei'sity. Bi'andt recommends a system of mini- 
mum fai*m income insurance. Production and price floors 
for the basic crops arc first established. These will enable 
the Authorities to determine the “insured farm income.” The 
second step is to dcidvc the actual average income received 
from sales. This can be done by compelling all dealers in 
agricultural commodities to issue sale certificates to farmers 
from whom they buy any of the insured commodities. The 
sale certificates shall state the quality and the quantity of the 
product and the price at which it was sold. The authorities 
can calculate from the sale certificates the total income actually 
obtained by the farmers. If the income received is found 
to be below the “insured income,” the authorities can deter- 
mine the difference in per cent of insured income and pay 
all certificate holders an indemnity equal to that per- 
centage on their actual receipts from sales. To discourage 



SlAniI17\T10N or AGRICUITORAL PRICES 


105 


an\ understatement about prices rcccncd it ma> be announ- 
ced tint the fixation of next >car’s “insured income” will be 
influenced b> the actud receipts of the current year It will 
thus be in the interest of the farmers not to understate their 
actual incomes from current crops 

It IS evident that any sclicmc of compensation cannot 
Iiope to achieve perfect equity For example, m the above 
scheme only regional averages and not the actual yield or 
price received by an individual farmer arc taken into consid- 
eration Hut if the object of such a step is just to correct 
only tlic major disturbances in the agrarian economy, this 
may not be considered a serious limitation 

We have noted that one of the reasons whv it 
becomes necessary to adopt a special policy for stabilising 
agricultural prices is the uncertainty of production Nature 
plays such an important role m agriculture that it is impossible 
to plan production witli any certamtv Unstable produc- 
tion often leads to unstable prices An mteihgent stortage 
policy may, therefore, indirectly help the stabilization of 
agricultural prices Here it is necessary to distinguisli bc- 
tv\ccn a storage policy which aims at production stability 
and ihc one vvhich aims at maintaining prices at a particular 
level It IS pointed out most emphatically that the storage 
policy should scrupulously avoid an attempt to maintain or 
raise prices Storage must be used by the State as a correc- 
tive to the vagirics of nature Here, loo, the American opin- 
ion is so keen on free market that Mr ^VIlham \icliolls, the 
winner of the first prize, suggests that the standard of storage 
policv should be ba'cd on the five year me tng average of pro- 
duction, and only a specific percentage of the excess {or de- 
ficit) need be removed (or made good) by the State authori- 
ties The latter device whilst clicckmg the wide variatioas 
m the supplv will allow the market to have its say both with 
regard to the price as v%cll as the future course of resource 
allocation 

One thing vs Inch emerges cicarlv from the above discus- 
sion IS tint neither the c-xtreme of free of 
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Slate trading finds favour with cnliglitcncd opinion on the 
question. ^Vhilst it is realised that any deviation from free 
marhet will create problems, tlic solution of which will liav’^e 
to b(', to say the least, arbitrary, any doctrinaire adherence 
to the maihet inerhanisrn. because of various factors, will 
produce results which will be contrary to our sense of social 
justice. A eomjiromisc from any of tlic pure forms is, ihcre- 
Ibre, necessary, 'i'herc aic two way.c of approaching the 
problem, ^’ou ctm either take the free market as the basis 
and apply e«jrrectivcs as and wlien necessary, or you start 
with total control and go on making adjustments dictated both 
by theory ajid practice. Opinions will differ as to the best 
way of arriving at the compromise. One may only remark 
that lh<‘rc is no particular merit in getting things done though 
Civil (or Economic) Service which can be done by impersonal 
forces in a sort of an automatic manner, provided of course 
lliat the automatic way docs not go counter to our concept 
of social justice. 


/ho/'. M. L. Dantivala. M.A. is Reader in Agricultural Economics- 
in the University School of Economics and Sociology, Bombay. He has 
been in the academic field' for about jj years. 



hRND REFORMS 

\r n des.\i 

Of all the mcasurci. tsccntnl for rehabilitating Indian 
agriculture and for the rebirth of a prosperous peasantry, 
land refonns arc jicrlnps of primary significance ^Vlthout 
tins basic found»ition all the cflbrts at reconstruction svould 
either not bear fruits or produce results much bcimv expecta- 
tions The meagre results acliietcd from the attempt's made 
during the last t\\o decades or so to encourage the farmers 
to use betlci seeds more manures and improscd agricultural 
implements and lucstock so as to increase viclds from land 
.IS well .IS to add to their income from better prices for their 
crops through the pro\i«ion of cflicicm marketing service 
without tackling tlic basic evils .associated uitli the title and 
occupation ofagncultur.al J.ands bear ample testimony to the 
argument we have m.adc .above Any plan intended for 
the reorientation of ilic nir.al areas, therefore should devote 
.ittcntion first to tlic ba«ic land problems from which most 
of the evils of agriculture spring Mc.asurc« to bring about 
tcclinologic^al advance m agriculture so .as to render farming 
more cnicicnt and increase yields from land and others more 
or Ic's of a similar kind v>hicli v%ouId increase farmer’'^ cash 
rctiiins should, no doubt, be undertaken, but they alone will 
not c.arrv us far unless all the energies arc bent to alter 
r.adicallv the basis of land ovMicrsliip and culliv.ation 

Let us Inicllv mention the various land problems of our 
countrv The existence ofa variety ofland tenures is a great 
hurdle in the vs ay of proeres<ivc acriculturc The«e tenures 
mav be broadU grouped imothrcc dassc« rmth, there is the 
permanent zamindari <vstcm mainlv found m Bengal, Bihar, 
the L’ I* and parts of Madras and covers roughlv an area 
ol l-Mi million atro of agricultural lands or 1^ per cent of the 
total area of Biitidi India In the United Provinces alone 
there .arc 1 ’ lakhs of <maU and big zamindars po-tcesMog 
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35 million, acres of land. Under this system the zamindar is 
the owner of agiicultural lands and pays annual fixed revenue 
to the Government, but enjoys, at the same time, unrestricted 
right to collect rent from his tenant farmers who are the actual 
tillers of the land. With the passage of time a large number 
•of intermediate interests came into existence between the 
zamindars and the tenant cultivators as a result of the zamin- 
dars delegating the work of collecting land revenue from the 
farmers to others for fixed payments. The rent collectors so 
created imitated the zamindars and created varying interests 
below them with the result that the chain of intermediaries 
between the Government and the tenant cultivators became 
long and intricate. An investigation revealed that in some 
of the zamindaris in Bihar parties between the zamindars 
and the peasants enjoying varying interests in rent collections 
number as many as thirty-six. Two main evils made their 
appearance out of this state of affairs. While the return to the 
Government by way of land revenue from the zamindaris 
remained fixed in perpetuity, the greed of the inten^ening 
interests knew no bounds and the tenants began to be rack- 
rented by many direct and indirect methods on the pain of 
being evicted any moment. The landlords live away from 
their estates in the cities and are not interested in farming. 
They do not sink capital in agricultural improvements. Tlie 
cultivators, therefore, do not get back anything in return 
for the heavy payments they make to the zamindars. In 
the United Provinces, for example, the zamindars collect 
roughly Rs. 16 crores a year of which about Rs. 7 crores go 
to the Government as revenue and the rest to the zamindars. 
Of Rs. 9 ciores that go to them barely Rs. 2 crores represent 
the cost of collection and the province does not get any return 
from the remaining Rs. 7 crores tliat go to the landlords’ 
pockets. The decadent nature of agriculture arising out 
of uncertainty regarding the tenure of land and the numerous 
charges of the zamindars and superior holders can well be 
imagined. In the second place, there are the temporarily 
settled zamindaris like the Malguzari, Maharwari, Khoii, Jshir- 
vadari, Bhagdari, Tnanii, Tahigdari, etc., to be found mostly 
in the C. P., the Punjab, Sind, and parts of the U, P., Bengal 
and Bombay. They cover about 30 per cent of the area 
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of India Taken together, the tcmporarilj and per- 

manently 'settled 7amindan areas covet about 49 per cent 
of the agricultural lands in British India. Agriculture m 
temporarily settled areas sufTcis from all the drawback^ of the 
permanent zamindaris. Tuo features, however, distinguish 
them from the pcimancntlv ^-cttlcd areas As under the 
ral>at\\ari settlement, lands under thc«c tenures have been 
measured and assessed and the assessment on them is periodi- 
cally rcv’jfcd. \Vhilc under a few of them government de- 
mand vanes with the increase or decrease m the assessment 
at the time of revisions, m the case of others, the pciiodical 
revisions affect the claims of tlic intermediate interests on 
their tenants, leaving the Government’s sliarc unaltered. 
Moreover, unlike the permanently settled zamindaris, in Uic 
case of most of these minor tenures onl> one interest ousts 
between the Government and the tenants The remaining 
r>I per cent of the agricultural lands or approumatcly 285 
million acres arc under the raiyatwari s>stcm which is found 
in Bombay, m most parts of ^Iadras, in Berar, Sind, Assam 
and the Punjab Under thr s> stem the culiiv ator is ordinarily 
the holder of the land as long as he mcct« the Government 
demand regularly The Government ftv the land revenue 
aftci carrying out suivc> operations The assessment so 
fixed is revised at interval* varying from 29 to 10 years. 
On nccoum of die many economic ills from s\hich Indian 
agriciiUuic *uncrs and as a remit of the migration of the 
iipjxrr classes of agriculturists to urban areas after acquiring 
sufijcicnt education in the quest of the soft jobs of the cities, 
an apprcciablv large aica of lands even under the raivatw-ari 
system is now ciiliivaicd b\ tenants The extent of tenancy' 
cultivation in the raivatwan areas as a whole is not possible 
to estimate, but the vsritcr’s inquirv into Gujarat revealed 
that as mucli as JlO per cent of the cultnatcd lands covered 
by the investigation wa* held bv tenant farmers In the 
Dhnndhuka and Viiamiram taliikas of Ahmcdab.id pani- 
tij!nrl\,a5 mucli .i« 58 per cent and II percent of the agricul- 
tunil lands lespctiivrls arc held by tenants In the Punjab 
.ibo only alioiit 12 j>cr cent of the cultivated area is worked 
by oxsncrs and the remaining fiK percent is iillevl by the tenants. 
In a few dhtncis the situation has assumed alarming proper. 
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dons. In Multan, Jhaiig and Dera Ghazi Khan, for example, 

. /4, 69 and Go per cent of the lands under the plough respec- 
tively arc cultivated by tenants. The extent of penetration 
of tenancy cultivation in most of the raiyatwari areas would 
he jDerhaps equally serious. Some of the estimates put down 
that as much as 75 per cent of the lands of the permanently 
and temporarily settled zamindaris and the raiyatwari regions 
taken together are cultivated by tenants. Cultivation by 
tenants in any shape is bound to be inefficient. The cultiva- 
tor is not sure about the peiiod for which he will be allowed to 
till the lands and hence his relucmnce to effect land improve- 
ments. The other icaion for the unwillingness of the tenant 
to produce more and produce better arises from the fact 
that the landlord would share in the higher yields without 
having contiibutcd in any way towards eai ning them. Efforts 
have been made in the zamindari as well as raiyatwari regions 
to limit the demands on tenants and to make undesirable 
exactions illegal and also to ensure reasonable fixity of tenure 
of lands, but they have not improved the conditions of the 
cultivator materially. 

The progressive increase in the numbers depen- 
dent on agriculture for livelihood from decade to decade and 
the insistence of all the heirs of a farmer aided by the Hindu 
and Mohammedan laws of inheritance to share equally each 
and every field of the ancestor gave rise to one more grave 
land problem of sub-division and fragmentation of agricul- 
tural holdings. The average agricultural holding in India 
comes to 4 to 5 acres composed of 7 to 8 fragments on an ave- 
rage scattered all over the village and sometimes beyond it. 
Gonsiderable inconvenience is caused to the farmer and a 
good deal of his time, money and energy are wasted in culti- 
vating such a small and fragmented holding. 

From the above discussion the nature of the essential 
land reforms to make a proper start on the road to rural 
reconstruction would be clear. In respect of the permanent 
and temporary zamindaris the evils have taken such deep 
roots that measures to improve the conditions of the peasantry 
funder them short of their abolition and establishment of a 
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-direct link behveen the Government ind the cultivator*! mil 
he mere patch vvo^ks The large compensations tint will 
hive to be paid to the landlords would admittedly strain the 
provincial finances This will require a great degree of tact 
tm the part of those who handle provincial budgets to pilot 
the reform through without giving undue shock to the finances 
of the governments The difficult} of obtaining money for 
the purpo’^c appears to be somewhat cxaggciatcd It was 
revelled b) the Floud Land Revenue Commission Bengal, 
that the Bengal Government can liquidate the landlord estates 
by an cspcnditurc of Rs 78 to Rs I'll crorcs spread over i 
period of 10 years which would amount to 2 lo J per cent of 
the value of annual agricultural produce on the basis of puces 
in lOJS 'lO, while the hndlords usurp to themselves a*, much 
as 20 j)cr cent of the annual agncultuni produce through 
rents ind other c\ ictions In such feudal parts of the cjuntry 
^is Siud the average legal share of the landlord is seldom 
below o(> per cent of the produce of the land and the net 
income after paying ill charges and expemes such as land 
revenue assessment is a quarter oftlic total agricultural income 
Thus the compensation tint will have to b*' paid to the linJ- 
lords will only be a 'inall proportion of vvhil they collect 
now and still an in-.ignificant fraction of the total annual 
igricuitural produce The process of cancelling the bonds 
ill It will be issued to the landlonls can be hastened and the 
piovincial finances relieved rapidly from the burden of the 
interest changes which thoc bond> will carrv if instcid ol 
rn iking all tiic benefits of the rcro'’m immediately available 
lo t*ic iiiiants the relief is given progrcssivclv for some years 
an the b"gmning iiid during that period the surplus accruing 
lo the provmcnl govcinmcnts utilized in paving off the 
1) mils ind meeting the interest charges on them 

I he need for ibohshing tenancy in any sliape or form m 
the riuatwan ire is is cquallv great The tenant cultivators 
m these areas as iscll as in ih- zammdari tracts work utulcr 
more or less similar handicnpv and arc subject to the same 
liiras mcnis The dcjirivaiion of the right' of non agrictil- 
twri 1 1 imlowncrs in the taivaiwan areas is not likcK to present 
inv verv serious problem Most of the non cultivating owner* 
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Jiinsuc altcrnatix'e occupations which arc the main sources 
of their income. Income from land in the shape of rent is 
only of minor consideration to them. In addition to these, 
there arc the big agriculturist landholders who own lands 
in excess of tlieir requirements and who hire out the 
additional acreage to petty cultivators. As they will be 
c1cpri\-cd of tlic oumership rights in lands wliich they do not 
watit for cultivation personally, they also will not be economi- 
cally adversely affected. The method to be adopted for com- 
pensating the landowners here will be the same as the one 
employed in respect of the zamindari areas. 

Even after the intermediate interests in lands are elim- 
inated and a direct link established bet^veen the farmers and 
Uic Government, a few important land pioblems will remain 
untackicd and would offer themselves for solution. Reference 
lias been made to the scattered nature of the fragments oE 
land that constitute the cultivator’s holding and the waste of 
time, money and energy of the farmers and the inconvenience 
caused to him in tilling them. To the extent there are varie- 
ties in soils, crops and agricultural practices holdings will have 
to be constituted of different blocks. But even within these 
limits considerable scope for consolidation exists, particularly" 
in regard to dry crop lands which compose about 75 per cent, 
of the area of British India. Consolidation has been attempt- 
ed through permissive legislation and voluntary co-operatioa 
mainly in the Punjab, the G. P., the U. P., the North-West 
Frontier and Baroda, but not much headway could be made 
with the work. Most of tlie post-war plans envisage consoli- 
dation of agriculturists’ holdings, but point out that efforts 
in that connection should proceed along lines hitherto 
followed. The small results achieved through these methods 
indicate that unless a certain degree of compulsion is exercised 
the refoim cannot be pushed ahead quickly^ Side by side, 
the Hindu and Mohammedan laws of mheritance will have 
to be thoroughly overhauled so as to prevent further partition- 
ing of the consolidated holdings and the evil raising its ugly 
head again. 
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recalcitrant minority. A comparatively low level of land 
tax and oilier benefits like facilities for better marketing 
and improved seeds and agricultural implements and more 
manures at nominal cost to the consolidated holdings and co- 
operative farms would set in motion the necessary current. 

In the light of the land rcfoirns outlined above to set Indian 
agriculture to its feet, let us examine the recent land legisla- 
tion and sec how far it progresses towards the attainment of 
the ultimate objectives that have been set forth. The Govern- 
ments ofBcngalj Bihar and the United Provinces have accept- 
ed on principle that the zamindari system should be abolished 
and the legislatures will proceed shortly to enact necessary laws. 
The Government of Madras as well contemplate its abolition. 
The United Provinces Government have also fixed the com- 
pensation to be paid to the zamindars at six times the estimated 
annual income of the property. Elsewhere this limit has 
not yet been decided upon. Obviously enough, opposition 
to the measure has been from the vested interests. In the 
United Provinces, however, it has also come from the Muslim 
League at a lime when the ministry of the same party in Bengal 
have put the abolition of zamindari as the first item of its 
programme. The argument set forth was that as a result of 
the measure an important source of income of the Muslim 
Wakfs will be dried, up with the cessation of contributions 
to them from the Muslim zamindars. It is surprising that a 
reform of prime economic importance like this should be 
viewed -from such a narrow angle. Madras, Bombay, the 
G. P., Sind and tlie Punjab are the important regions of the 
temporarily settled zamindari*: which present essentially the 
same problems as the permanent settlement. The provin- 
cial governments concerned do not seem to be contemplating 
their abolition. Only the C. P. Government have decided to 
abolish the Malguzari tenure. In respect of the Khoti tenure 
in Bombay it is likely that a continued dereliction of duties 
on the part of the Khots may bring about their extinction 
in the long run as a result of the recent amendment (1946) of 
the Khoti Settlement Act, 1880 which lays down that the 
villages will lapse to the Government in the everit of the co- 
sharers concerned failing to nominate a managing A^ot for 
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two successive years. In regard to the raiyatwari areas also 
abolition of tenancy cultivation on the lines envisaged above 
is nowhere contemplated. In spite of the seriousness of tenancy 
piobicm the Government of the Punjab think even a compre- 
iicnsivc tenancy law unnecessary. Elsewhere the piovincial 
governments concerned arc content with enactments to pro- 
tect the tenants against, wrongful c\'ictions and unauthorized 
■exactions. The Bombay Tenancy Act, 1939, as amended 
in 191C, in tlic light of the experience of working in a few 
selected areas may be mentioned as an example of a piece 
•of legislation which goes all out to protect the tenant farmer. 
The Government of Madras have also appointed a special 
•ofllccr to investigate the land tenure system in the raiyatwari 
.areas in tlie province with special reference to conditions 
of tenancy like security of tenure, duration of tenancy and 
fairness of rent with a view to bringing in legislation for ncccs- 
sarj* reform. But all of them do not hit at tire very root of 
the problem of tenancy cultivation. For bringing about 
consolidation of agriculturists* holdings and the widespread 
Introduction of co-operative farming too legislation with an 
element of compulsion is not proposed in any of tlie provinces 
except Bombay where the Consolidation of Holdings Bill, 
1940 will enable the Government to take tlie initiative where 
necessary’ and go ahead with the reform. It also provides 
for meeting clTcctivcly the unreasonable opposition of a section 
of the farmers. 

From what has been discus-'cd above it \vill be clear that 
except in certain respects land legislation tliat is already on 
the legislative anvil or is contemplated in the near future docs 
not envisage any radical departure from the status quo. As 
.has been said bcfoic unless a solid foundation is laid through 
land reforms on the lines indicated above, the super structure 
of rural reconstruction would remain basically weak and might 
tlircatcn to break down under a slight strain. Now that the 
jKoplc’s representatives arc at the helm of affairs both at the 
•centre and in tlie provinces, it is to be hoped that they will 
dcN'otc serious aitcniion to these fundamental problems ofour 
agricultural economy. 

Df, Sf. li. Dffat. Ph.D.f is L/ctursr 

£(enaKics in tkt Unirmitj Schffct (^Eeonsmiu eiui ^ ' 
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By 

V. V. Savanna 
Introduction 

Large areas of cultivable wasteland exist in India. Accord- 
ing to the Agricultural Statistics of India, in the year 1938-39 
out of the aggregate area of the country of about 512,664,000 
acres (which excludes the total area of the Indian States) 
the total cultivated area is about 257,702,000 acres or 50*2% 
(of which about 209,400,000 acres or 81-2% is the net area 
sown and about 94,180,000 acres or 18*8% current fallows), 
while the total areas of uncultivated and “not available for 
cultivation” constitute about 91,811,000 acres or 18%, and 
tlic cultivable but uncultivated area about 104,047,000 
acres or 20*3% of the total land space. This classification 
of areas is quite arbitrary. Until a thorough and scientific 
land suiYcy is made as in the U.S.A. or in the U.S.S.R., 
it is evident that these statistics fail to give a precise estimate 
of the areas ^vhich are really fit for cultivation, although 
an approximate idea may be ha,d from the figures about the 
state of things in general. Further, in the Agency tracts, 
considerable areas of fertile land lie in the districts like Goda- 
vari, Vizagapatam and Malabar in the Madras Province 
which have not been reclaimed so far because of the malaiial 
mosquito. All possibilities have to be explored and every 
means to be devised therefore for economic utilisation of such 
resources. 


Objectives of Colonization 

There have been different motives at different times 
for the establishment of land settlements in different countries. 
Sometimes they constituted more or less a part of relief 
measures. In certain cases they were influenced by political 
considerations. Of late, in connection with discussions on 
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economic planning, tiic im()ortancc of full development and 
cNploiialion of the available land resources has assumed the 
significance of a big agricultural question. After the World 
\Var I and tlurintr tlie period of the great depression in coun- 
tries like England, Germany and Italy where colonization 
schemes were undertaken, the prominent motives of the 
rc.sj)ectivc Governments were the settlement and rehabilita- 
tion of special classes of people like cx-scrviccmcn and the 
industrial unemployed. The enlargement of the size of 
holdings to the family-size farms suitable for agricultural 
and horticultural production, increasing or at least retaining 
the rural population and checking llic exodus from the coun- 
tryside to the urban areas were also some of the things aimed 
at by colonization schemes. In the U.S S.R,, the Baltic 
States anti some of tlic countries of Central Europe where 
Government agrarian programmes were largely influenced 
Ijy socialist principles, in addition to political considerations, 
the object of meeting the land hunger, distribution of land 
among fann workers and the agrarian proletariat, etc. were 
unequivocally declared to be the aims. Colonization schemes 
which have been initialed by the various Provincial Govern- 
ments in India, during World War II and after, strictly 
spc.tking comprise a part of the general “Grow More Food 
Campaign,” (hough some of the schemes arc for rehabilita- 
tion of ex-servicemen. In ease of the well-known river valley 
projects stich as the proposed Kosi or tlic Damodar river 
projects, flood control is the primar)’ motive and area dcv’clop- 
■nicnt or colonization is rather, so to say, a by-product of the 
major scheme. It is obvious that land colonization may 
lake different fonns and need not necessarily confine itself 
to a single olycci. Very often a combination of some of the 
above mentioned objectives may be kept in view wliilc for- 
mulating colonization sclicmcs. However, the most import- 
ant principle pertinent to oiir analj*sis appears to be the task 
of putting all our land resources to the fullest and the best 
economic use for the maximum social advantage. It naturally 
invoUcsihedcsclopmcni of arc.as, which incidentally provide 
bread and work for a considerable number of people leading 
uhim.ucly to tlic ni.itrria! regeneration and advancement 
of the regions concerned. 
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Principles of Colonization 

In 01 del to attain tlic goals set up, the following princi- 
ples may be laid down for land colonisation schemes. 


fa) Ownershtf) of land and system of land tenure : It is aa 
incontrovertible fact that colonies organised on co-operative 
jirinciplcs per sc have many advantages over land settlements- 
of small individual holdings. In fact group or colony settle- 
ments is the only satisfactory form of developing land in an 
effective way. Moreover, a colony settlement financially 
works out at a proportionately less cost than the aggregate 
cost of settling the same number of small holders individually 
scattcicd over a large area. A few illustrations are given, 
below ; 

The Kvutza’ colonization movement in Palestine is 
governed by two cardinal principles. Firstly, that the 
land acquired by the Jewish organisation has to remain 
for ever national property and never to become the private 
property of individuals ; and secondly, no hired labour 
shall be employed in farming the land. Individuals settling 
on land received only lease holds. Those who held it or 
tilled it could not sell it, bequeath it, nor make a gift of it. 
Land was made not only national property, but anyone 
acquiring it had to serve higher purposes than that of personal 
interest. The acreage allotted to each settler was limited 
to the area which he and his family could till without outside 
help.^ 

The Madras Government’s plan for the resettlement 
■of demobilised soldiers envisaged land colonization on co- 
operative lines. The land, made cultivable at the Govern- 
ment expense, will be handed over by the Government to 
the legal ownership of a co-operative society for which the land- 
less ex-servicemen alone are eligible for membership. On 

1 “Kvutza” is a the Hebrew word meaning group. That is, evyything 
is to belong to the group ; that is to every one and nothing exclusively o- 

any md^vidu^b^^^^^^_^^ Liwig in Palestine by H. P. Infield. London, 194fi. 

Ch. 1, p. 12. 
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dul> becoming a member of the society, cnch colonist sinll 
In\c the Icgnl status of a permanent occupancy ryot, in so 
far as he is free to culmatc whatever he likes and reap the 
benefit of all the profits accruing from his holding Rut 
a colonist will have no right to sublet, mortgage or othc'’- 
wise encumber his holding, which will be also impartible 
and w ill, on his death, pass undivided to his nominee or senior 
male heir® The chief aim of these stipulations is obviously 
to prevent evils of alienation and fragmentation of holdings 

Thus unless the elimination of exclusive rights of priv ate 
property m land and provision against impartibility, inalien- 
ability and subletting arc secured, the colonization scheme 
will only add to the complications of the already existing 
evils of small individual holdings When a colonist is found 
unable through old age or other handicaps to work his hold- 
ing, he may be permuted to apply to the colonization authori- 
ties concerned to assign Ins right of enjoyment of the holding 
to anv member of his family or to any person m the absence 
of nearer heirs to succeed him in ease of intestacy In the 
event of his quitting the colony itself, his respective rights 
must revert back to the whole group or tlic co operative 
society and suitable rates of compensation may be paid on 
such permanent improvcmcns made out of funds other than 
the incomes derived from farming on the holding during 
the period of his membership m tlic colony 

(b) 5'icz of Holdings — Tlic question of the economic 
size of the holding incvitablv leads to the consideration of a 
\ ancty of factors such as fertility and suitability of land, type 
of farming adopted, nature of crops raised, capital resources 
or credit facilities av ailablc to the farmer, other local condi- 
tions and above all the number of colonists and extent ofland 
av iilabic for allotment The trends of increased application 
of machinery and technical developments m agriculture, rise 
in wages and the gaicral craving for a higlicr standard of 
living decidedly favour enlargement of the size of holdings 
Nevertheless the minimum size of a holding must be at least 

3 \ t tf Swnl* inio PI‘nicI »rp* 1^ ihr XIadrzi Co>-rrnrt-nt t 
llan f»r iXe Kcftilmrf'l t>f drm b 1 »r(l Madri* 1915 pp I" I9 
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the si^^c or a family-liolcling. It must be adequate to absorb 
the wliole time of the holder and his family and capable of 
yielding, on clTcctive operation, an income not less than the 
■Standaid wages of a larm-worhcr for the number of days 
worked by the farmer and the members of his family, together 
with a reasonable rcturnto provide for the services of capital 
and other heavy investments made in farming of land after 
meeting all other expenses of cultivation. It may be noted 
that in llie final analysis the size of the holding assumes signi- 
ficance in relation to the types of farming adopted. 

(^■) Farming . — It is necessary at this stage to 

liavc an idea of the types of cultivation’ and the degree 
<)( co-operative action to be practised in the colony in the 
chief operations of the settlers. There are many possible 
alternatives, 2 although their application is again condi- 
tioned by the nature of land, temperament and education 
of colonists and other factors. In the first place, allowing 
the colonists to woik on their individual units freely, carry- 
ing on operations on the fields according to their own lights, 
resources and abilities without proper co-ordination or 'control 
is a priori ruled out. The second alternative is to allow the 
colonists to carry on individual farming on their units under 
a sort of general control in the matter of crops raised and the 
maintenance of land in good condition, so that the interests 
of the whole settlement may not be hampered, practising co- 
operative action only in matters of credit, marketing of pro- 
duce and purchase of requirements for the faim and family. 
But the desired aim must be to introduce gradually the system 
of comprehensive co-operation in farming,marketing, consump- 
tion and even in the mode of living of the colonists, so that in 
course of time these settlements may develop into veritable 
co-operative villages. There is some truth in the saying 
that a visual demonstration, particularly in matters of this 
kind, is far better than hours of lecturing. In so far as the 
actual process of farming is concerned, it is desirable that the 


1 See Para 4 of G. O. No. 6024 dated 21st Dec. 1945, Govt, of Madras, 
Development Dept, regarding Wynaad colonization Scheme (approved). 

2 Report of the Co-operative Planning Committee, Bombay, 194o, Gh. Ill, PP* 
26-33 for a detailed discussion of the various types of farming. 
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principle of “voluntary action** as decided by tlic colonists 
tJjcmsclvcs had to be maintained to a great extent. It is 
claimed that the success and vitality of the collectivisation 
movement in the Soviet Union has been largely due to this 
purely voluntary basis.' 

(d) Selection of Holders . — The foremost consideration 
in tljc selection of colonists should be, above all things, the 
ability and resourcefulness of a person to be a good farmer. 
Persons who have a farm upbringing or at least a country 
backgiound may make good farmers with the necessary 
training. Married persons may be preferred to the ‘tingle 
man or woman, since the family of a hirmcr has a stabilising 
influence in farming ;ts well as in colonization. Instead of 
selecting colonists exclusively from one section such as ex- 
scr\'iccmcn, preference must be shown to the most suitable men 
in the national interest. The Committee on Scottish Land 
Settlement h.ave rightly obscA'cd* that where an applicant is 
trained in agriculture and interested in land, there is every pros- 
pect of hi? success, but the wholesale placing of unqualified 
person? on land, simply because they belong to a particular 
community can only lead to frustration. Statistics show that 
fathuc among holders settled after World War I were noticed 
chiefly among cx-scrviccmcn, because a good number of them 
were Iiuriicdly trained in agricultiiic with the result that they 
could not face the heavy fall in agricultural prices which fol- 
lo^vcd, before they were properly established. 

(c) KxU xt of State Aid and CotitroL — Land colonization 
must be the c.onccrn of the State, as it cannot be effectively 
xjndcrtakcn by die efforts of private individuals with their 
limited resources, and State assistance is needed in many 
ways at difTcrent stages of colonization. State help is needed 
in location of sites for the colonies, acquisition, clearance 
and rccl.imation of land, provision of credit fadlitics, 
health and hygiene of colonists, services of expert personnel, 
faciliiics of iiansj>oii, education and generally for tlic rapid 

1 cf. Wfjti err /-ifr-*? l»v Dr. \’. A. Kaprimli. Ix.nJon, I '<1 1. 

2 rt it bj Drpafemmt f.f Acrictjlturr U>r 

l.<Jinbunr!i, i;*M, Sf<tKin I. p. 
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•giowtli and welfare of the colony. In view of the special 
importance of the question, the Provincial Governments, 
in alliance with the Central Government may make the fol- 
lowing concessions — 

(i) Government may assign the whole land free to the*' 
colony, or alternatively, recover from the colony only the 
sums payable to acquire the properties of private individuals 
for formation of the colony bearing on its own part a portion 
of such amounts of compensation. 

(ii) Government may incur at least half the cost of 
reclamation and the entire cost of land clearance, etc. in the 
first stage of operations. 

(iii) Government may give grants and provide fimds 
llirough co-operative societies and may bear the interest 
charges fully or partly on loans advanced by the co-operative- 
societies for the first five years. 

(iv) Government may not collect any land revenue- 
for the first tliree years and do so at concessional rates during; 
the next two years of the working of the colony. 

Logically the State has also the responsibility of making, 
.provision for free auditing, technical advice while entrust- 
ing the work of management of internal affairs to the colonists- 
themselves and giving them guidance and encouragement 
from outside. 


Some Practical Considerations 

In tlie first place there are some obstacles to be over- 
come which stand in the way of colonization. They are, in 
the main, the nature of soil and climate, existence of malaria 
and allied diseases, and lack or excess of water. Where theie 
is excess of water, the areas will have to be drained. ’ On Ae 
other hand, where there is lack of water, irrigational facili- 
ties will have to be provided to turn deserts into cultivated 

1 cf. Land Reclamation in Italy by Langobardi, London, 1936, Gh. V-VII. 
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ficlds However, wc restrict our attention clucfly m cNimin- 
ing problems connected with the first set of arcis In the 
matter of both reclamation and clearance work, it is essential 
that the first set of operations should be earned out by tlie 
Government till the land is made fit for detailed clearing, 
levelling, bunding, etc to be earned on b> the colonists them- 
selves to cficct agricultural operations In the initial worL 
of preparing the land, up to date mechanical appliances 
including tractors and bulldozcn, should be freely used 

Secondly, there are many questions relating to health 
and sanitation of the colony It is said that there arc few 
regions which arc free from diseases like malaria ’ and black- 
water fever which arc a formidable foe to the development 
and settlement of large areas of fertile lands in the hilly tracts 
As a matter of fact, many settlers, decimated by these malig- 
nant ailments, abandoned their holdings m the past Of 
equal importance is tlic timely and adequate provision of 
proper conditions of housing, sanitation and medical help for 
the settlers and tlic livestock 

To meet these requirements the cost of settlement must 
be ncccssanlj huge It has to be made clear at this stage 
that wliolcsalc and indiscriminate land clearance or reclama- 
tion without due consideration of costs is not advocated 
As an economic proposition lands newly brought under 
colonization must have to provide m the long run a reasonable 
revenue for the expenses and capital oulIa> involved in the 
schemes to the Government It may be pointed out, Iiow- 
cver that ‘iuch huge operations were earned out b) Govern- 
ments of some countries often at a financiaf loss from the 
social point of view 

Land colonisation schemes may be financed in vanous 
vsavs 1 inancial requirements to carry out the chief opera- 
tiom mav be found m either or lioth of the following wav's, 
VI7 through special funds or free grants given to the colomza- 

1 l)nA !( < f prT<rt! le an I rarrui n f>f anii malarial opt»rai ort anS 
rulanal fcnirrl arr ei'w in C O \o *'■•1 dairtl Jl p J para 4 

aniO O \o SS'S cf3'*l| p 3 I ara III of OmTmmmt Mar*ra»^ 
IVvtV "I IVpanr»*^i 
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lion authority by Government and local bodies like the Dis- 
trict Boards; and secondly, through loans contracted from 
co-operative societies and from private agencies to be re- 
covered from the colonists (i.e. the co-operative society of the 
iscttlcis) in annual instalments spread over a long period 
of years. Some money can be realized in the process 
of colonisation itself by sale of surplus wood, bamboos, 
manufacture of charcoal, etc. 


The above operations may be carried out to start with 
on an experimental nucleus colony, which in course of time 
may expand and fit into the larger scheme. The practical 
implications of acquisition of land, preparing land and initia- 
tion of the colonists have some interesting features. The 
area covered by the Scheme may be divided into convenient 
blocks. There may be some persons whose lands have to 
be acquired by the State in forming the colony. Expro- 
priation witli or without compensation of such persons who 
have already gone and settled on the area does not appear 
fair. In order to avoid the difficulties of shifting them from 
places where they have settled to new positions, it is desirable 
if they are allowed to remain as far as practicable within the 
same blocks in which they were originally situated, provid- 
ed that they are prepared to throw their lot with the colonists 
and that their continued existence does not hamper the smooth 
running of the colony. The available cooly work at various 
stages of colonization may be preferably given to the families 
of the colonists and to the native labour of the neighbouring 
villages, if they are willing to accept it. Every necessary 
step should be taken to make the colony attractive and worth 
living, since if one such colony is formed and functions well, 
it will surely render the task of establishing other colonies 
easy. 

Loans of considerable amounts in the initial stage as well 
-ns advances to carry on agricultural operations including 
..amounts required for domestic expenditure till a return is 
■ obtained from farming are essential, and they may be made 
^available to the colonists through the co-operative agency. 
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If the Government undertakes construction of housc5 
also for the colonists which appears desirable, it is certain 
tliat the task of tlic Government will be rendered more dilTi- 
cult. Therefore the matter of construction of private building? 
may be left to the colonists themselves. At tlic same time the 
Government may render all possible help in other way’s as 
for c.vamplc, by advancing loans through the Co-operative 
Agencies, preferably in the shape of building materials 
supplied at concessional rates, facilities of transport, supply 
of skilled labour, etc. 

To maintain administrative efficiency, all the chief 
activities, technical, financial and administrative, should 
be co-ordinated in one supreme body. In the earlier years, 
a relatively low standard of living is unavoidable, but \vhci| 
once a new spirit, a belief in ihcsucccss of the colony, is creat- 
ed, even the difficulties consequent on a low standard of living 
will be overcome and a higher standard scr\'c as a spur to 
more fruitful action. The role of ilic “human element** 
is ver)' important to make the venture a success. Mutual 
help encourages mutual confidence and at any rate a sense 
of association must take the place of the former sense of isola- 
tion as soon as a person becomes a member of the colony. 
Since a colony is also a social structure based on a dcfimlcly 
ordered pattern of liumnn relationships, tlicrc must be the 
sustaining forces inherent among the colonists to avoid fric- 
tions, of ivliich “self discipline” and “devotion to work’* 
would railicr head the list. 


Colonization Sciilmls i.v run Madras Promnce 

Thc Madras Government is one of tijc jiionccr provinces 
in the matter of land colonization. The schemes of land 
colonization for tlic landless poor ucrc first mootedin the ycai 
1011 (G. O. Xo. CSI Revenue dated 20-3-11) and by the end 
of the year IPIG about 23 schemes were functioning. I'hcse 
colonization societies, after tlicy sscrc started by the Revenue 
Department were finally transferred to the administrative 
control of tlie Co-operative Depanmcni in July lOl’i. Out 
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of these Schemes, the Wyanaad colonization (Malabar) and 
tlic Arakii Valley Scheme (Vizagapatam) in the Agency 
Tracts arc big schemes meant to benefit partly ex-servicemen 
and partly civilians. 


^ The statement^ below shows the names of the schemes, 
their location and the extent involved, of the colonization 
schemes approved by the Madras Government exclusively 
for the resettlement of landless demobilised soldiers having 
a good record in war service. 


A detailed examination of the financial implications, the 
progress of work and the results achieved by these schemes 
is not possible here. Moreover, as no considerable progress 
lias been made with these schemes, it would be rather too 
early and premature to appraise the results and principal 
cfiTccts of the experiments and to pass a verdict on their success 
or otherwise. 


Conclusion 

Although broadly speaking many of the problems per- 
taining to land colonization are more or less common to the 
ivhole country, there may be a few others which arise from 
natural causes suchas geographical position, soil characteristics, 
climatic influences and local conditions in the various regions 
which must be fully taken into account in enunciating coloniza- 
tion policies and their execution. As long as agriculture re- 
mains the basis or the essential part of our economy, the 
fullest use should be made of the land, and no system should 
be favoured or tolerated which leads to wastage or uneconomic 
-use of the land resources of the country. Our study of land 
•colonization, corjsidered from this viewpoint, is hoped to be 
useful, since it points to the direction in which a new society 
or a new civilisation is built up. 

1 Out of 41 sites originally selected, 23 schemes are approved out 

-of which 12 were functioning by the end of the year 1946. 
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1 1ST or appro\xd schemes 



District 

\'illage 

Extent 

Remarks 


West Godavari 

Kalavapudt 

2000 00 

Functioning 

2 

East 

Kandikuppa 

421 80 


3 

ir ■> 

Kemaragiripatnam 

057 75 


4 

Ktstna 

I]hav*adever3palti 

1100 00 


3 

M 

Kalidindi 

1704 88 



Chinglcpul 

Me>')'ur Gudepakkam 

830 00 


7 

Tanjore 

Tirumangilakoiai 

1500 00 


8 

Trichinopoly 

N'aidalur 

300 00 


n 

Anantapur 

Siddaramapuram 

1030*00 


10 

North Areot 

Cnadavadi and Sen- 
nvlcri 

3200 00 


1) 

Coimbatore 

Sinnakkalpata)am 

200 00 


12 

Kurnool 

Rudravaram 

473 38 

Non functioning 

13 

Cuddapah 

Tullampet 

410*04 


14 

Salem 

Manivilandaft 

2S00 00 


IS 

Malabar 

Pari>aram 

1C75 CO 


1C 

Anantapur 

Pukka rayasamudram 

1430 00 

.. 

17 

TinneaTlI) 

Gangaikondan 

700 00 


18 

Kurnool 

Racherla and Thim- 
mapuram 

350 00 

„ 

li> 

Coimbatore 

D M Samudram 

800 00 


20 

,, 

Ganapatity 

2S0«O0 


21. 

Kistna 

Tiimoga 

784*28 


22 

I Godavari 

Antcrvedi 

1243*30 


23 

Cliinglfput 

Nandambakkam 

75 45 

Functioning 

.\ff. r. r. S<:Ti—i3, ,\f A t tt Le iJT/r tt A^rt'uUural Ece-zjracs in 
tht Uni“ftsi*j S hyyt pf e^d S*^nhi^y, 
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G. L. Mfiita 


"I lir irjcJtiion and tlicclimutof Ihr ikill of manujfincnt. 
?jo\vc\cr, arr rrrnoic frf>m all nrguion Mamijfincnt n 
TfTirmaii\-c and inittalorv nim it to be done ' It is in 
ihr p'(»cr« of ile'inirijj with tkiU and whit it to lii* 

done, nd wiih it ihr fixing lafinmiitliij for irtuitt. with 
wid* freedcirn for judgment in the managers as i » how u rnav 
liest be d JTir, tJnt >oit have the ettence of the lint modern 
mamg-nient -Ovtiti I,. LiLirvriiAt, { T I’ I 
nnlff \/anfi) 


Bernard Shaw Itas remarked that wc ^cem lo know the 
‘■'XVZ” of c\cr> thing but the “ABC” of notluntr Tins ts 
too true in our countr> also. U'c arc quite modern and up- 
to-date in our doctrines and dogmas and thcoric.-*, but we 
flounder when it comes to pratiicc Tlte horderhne between 
nulhoriiy and autocracy or discipline and djciliix still seems 
(o elude us. ^Ve lack thcuidimcmsoforganirational tapacity 
and arc far from li.ivmg inancrcd the technique of building 
up and managing institutions. Our mdu'tn.il organiration, 
for example, is, wdth certain notable exceptions, still largely 
In a mcdicsal <l.uc and we adopt and follow methods which 
arc indMdnalistic and hapli.az.ard. It i« true that m m.uiy 
eases out indu'tri.d enterprise has been sgcccssrul m the scn<c 
of making money and several industries have done pioneering 
despite serious Jiandic^ps, internal and external. Industrial 
organization In lliis counirv' has had to be built up in the ini- 
tial stages without governmental support or sympathy ,ind in 
the absence of adequate capital resources, technical skill and 
A literate lalxiur ]>npuI.itioii. To state that our industries 
•could and «hould l>e organized on a more scientific and modern 
basis is not to deny recognition to the undoubted cfToris and 
.achicYcmcnts of Indian industry. 


The r.ict remains that today one of the central pro. 
Iilcms of industrial development, namely, organization and 
management of industries, docs not receive the attention it 
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deserves in our country. While those connected with indus- 
try almost invariably demand ^'protection” whenever the 
industiy is in difficulties, the sovereign cure offered by those 
who modestly consider themselves to be "progressives” is 
simply nationalization.” No doubt, both these methods 
might be desirable and, indeed, essential under a certain set 
of circumstances. That is mainly a question to be determined 
after careful examination and scrutiny into the conditions 
of the industry and the lines of its development. Neither 
"blanket” protection nor mere nationalization can, however, 
ensure efficient and economic working of an industry. The 
customer and the consumer are concerned with obtaining 
products of good quality at reasonable prices ; they may 
be prepared for a short time to undergo sacrifices and bear 
burdens for ensuring the development of an industry within 
the country. But unless international factors come into 
operation, the public is entitled to see that its sacrifices 
bear fiuit and that through business administration which 
keeps abreast of the times and avoids waste and leakage and 
husbands available resources, industry on it.s part fulfils 
its obligations to the consumer, the taxpayer and labour. 
Nationalization, after all, is also a means to an end and as 
the experience of Soviet Russia and recently of industries 
like coal-mining and transport and power in Britain shows, 
nationalized industries have to face equally acute problems- 
of internal organization and management and of discovering 
and stimulating incentives to work and to progress. 

Industrial management is, indeed, both a science and an 
art. Undoubtedly, in the spheie of industrial organization 
and management, much can be learnt only from experience. 
You learn only by doing the task. As a vernacular saying 
has it, the best teacher of work is work itself. The problems 
that confront one in his day-to-day work arc, when they arc 
important, novel and fresh : no two cases are exactly alike. 
Even what are matters of policy and what arc details is a 
question which requires discretion and experience and can 
be determined on the basis of the conditions of lire industry 
concerned. There is, therefore, no rule of the thumb that can 
be applied or a set of formulae which can avail. What ks a 
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TD.iticr of routine is largely a matter of medunizntion — 
incclianization llirough machines or by hand. Kut there 
is a Iwcly of knowledge comprising broad principles of 
industrial organization and management which could be 
taught and learnt ro as to facilitate the procass of training. 
This body of know ledge should be made available not only 
in Colleges and Schools tjf Commerce but in all branches of 
higher technological education. During the last two or three 
decades, tlic organization of industrv-' lias grown in complexity 
and its ramifications have extended in several directions. 
This growth ha' naturally resulted in a divcisifiraiion of func- 
tion'' and lias produced a flemand for proficicnev in many new 
fields. Even iho'e who are largely concerned with technical 
questions have to familiarize themselves u-ith scscral adminw- 
tralivc and organization.al questions. That is wh\’ even in 
many high grade technical institutions like the Massachusctis 
Institute ofTcclmolog)*, for c.vampic. it has been considered 
necessary for engineering graduates to study several business 
subjects suchas accouiUrng» banktng,financc. labour relations, 
law, marketing, production and stati«iic«. The principal aim 
of such courses in business and engineering .idministration 
is to bridge the gap Irctwccrithc executive and the lerluiieian. 
between the administrative ofltec and the laboratory, 'fhe 
place of the tcclinician and the managerial executive is, in 
fact, yet to be recognized in the world of Indian industry. 
Tliovc who have studied Indiait industrial organiz.ition Iiasc 
noted that there is agnp between the “lopmcn’' and the lower 
rungs of management in many factories and plants. In a 
large-scale oi7;ani7ation not only arc people wanted to fomiu- 
haic policies and give orders but abo an inicnnediatc category 
of persons who \sould .seek to translate 'ucli policies in term' 
of concrete mcamies and s\)jo would try and see that thf>?e 
]>oh‘cics arc implemented in practice. Tor all these rxrn<ons, 
a cadre of men is required trained at least in the rudiments 
ofsuch subjects as scientific management, industrial p'vchology. 
coding systems and nictlnxis of wage-paNTnents. Men in such 
jxisitions must base grasp of fundamental princijdes. applica- 
tion, initiative and jtidgment. Ilui they must also h.ave 
adequ.nte knowledge of other industite< and allied trades, 
•of finance and m.rrkets and, above all, of general eeonomlc 
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and social background. Such knowledge would enable them 
to be lar better equipped for administrative work. 

Here, again, we reach the borderline between science 
and an. The day-to-day operation of industry and business 
])rojccts require.s administrative talents of a high order. The 
executive or the technician must know how to ivork with and 
ihiough other people. He will Jiave to plan and organise and 
ixccule; and he Avill have to manage not only dead things 
like machines and raw materials but also very live persons 
in the form of other o/Ticcrs, clerical staff, labour, customers 
and o/licials of Government. It has been well said that the 
highci a man rises in any profession, the more he will have 
to deal with social rather than purely technical problems. 
Qiic.stions of labour relations, of business and finance, of com- 
petition and monopoly, of controls and government inter- 
vention and many others Avill confront him. To deal with 
them, he must have not only sound technical and liberal 
education but also the quality of general adaptability. 
In answer to a survey, the engineering graduates of the 
M. I. T. emphasised the extreme variety of their work and 
.slated lliat they found their activities less technical and routine 
than they had anticipated but more interesting, time-consuming 
and complex. Thc)^ particularly stressed the value of their 
ti'aining in development of personal qualities and skill in 
human relations and dealing with problems of management 
and administration. 

Both the technical and commercial lines of development 
demand, therefore, the training of managerial ability. On 
the one hand, problems of industry and commerce are becoming 
technical problems demanding specialization and with a mental 
discipline of their own. On the other hand, the social impli- 
cations of industry require men with a capacity to deal 
constructively and effectively with people in a spirit of co- 
operative endeavour. Engineering and practical science 
have come to the aid of business in designing of plant, in contiol 
of production, in sales organization, in market research, 
finance, statistics and a host of other problems involved in 
the process of running a plant and marketing its product.. 
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It is no^v common experience that at the head of such great 
concerns with woild-widc ramifications as the du Font’s 
and Imperial Clicmicals aic scientists and technicians — a 
poiritci to the f.ict tliat finance will increasingly become the 
instrument of industrial development while rapid techno- 
logical changes and advance will determine the structure 
of industrial organization. We cannot havchcreditar)- indus- 
trialists and entrepreneurs any more than we can have licrc- 
ditar)'poclsorpliiIosophcrsorcvcnpoliticians. In a memor- 
able phrase coined many years ago, Mr. NfanuSul)cdar referred 
to the “third generation incompctcncy” of those who seek 
to build indiistrics in our country a«a kind of personal posses- 
sion and family oumership. If oui industrial organization, 
however, is to become more modem and scientific, it ^vill have 
to become impersonal in its structure and outlook and while 
retaining initiative and enterprise, will have to become flex- 
ible in its operation and coascious ofiis social responsibilities. 

In all important industrial countries special attention is,, 
therefore, paid to study and solve the problems of manage- 
ment. In britain, a committee was appointed last year to 
formulate proposals for establishing a central institute for all 
questions of management ia industry' and commerce and it 
.suggested a frame-work of the stmeture of a British Institute 
of Management, broadly speaking, such an lastiiutc would 
aim at raising the standard of m.anagcmcnt in the coimtr)*, 
training up a continuous supply of managers and stimulating 
interest in cficctivc mnn.-igcmciit of industrial and commercial 
undertakings. It would be a centre for rcscarcli and study 
and a central bureau for dissimin.*iting information relating 
to management. It would advice on training and educational 
.schemes and ennr)' on a publicity campaign to emphasise 
efficient management pr.-ictjccs. It would assist the existing 
management Iwdics and co-ordinate their activities througli 
.alfiliation. The Iiutituic will rccchc financial aid from the 
Government during the first five \-cars hut thereafter it expect*-* 
to l>c 5cir-5Upj>orting. h might lx: added that in the Report 
of the Higher Technical Hducation Committee apjwintccl 
hy the MinisiiA’ of Education in IDU under the Chairm.an- 
ship of I.ord Percy, considerable stress was laid on the question 
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of training in Management Studies. The Committee recom- 
mended that all students of technology whether at the universi- 
ties or colleges of technology should be introduced to the subjects 
business management during their under-graduate courses 
or in the final year. They also recommended that at least 
one institution should be selected as a centre for post-graduate 
study of industrial administration. Such subjects should, 
no doubt, be taught by those who have a thorough practical 
and theoretical grasp of it and for this purpose industry should 
be prepared to release its senior men to give advanced courses 
of lectures. Some technological subjects are best taught 
by practising specialists. It should be the function of such 
a centre to set standards in the teaching of the subjects, to sys- 
tematize it as a mental discipline, to conduct necessary research, 
to develop literature on the subject and to train teachers 
of it. Management Studies should, according to the 
Percy Committee, also form a part of all technical colleges 
teaching for national certificates and diplomas and should 
form the subject of short or refresher courses. It is essential 
that similar facilities for training managers and executives 
and for continuous study of management problems should 
be created in this country. Neither capital nor Govern- 
mental aid nor even Governmental ownership and control 
can, by themselves, lead to industrial progress unless we begin 
to pay adequate and constant attention to maintaining and 
improving the standards of business administration. 


Mr. G. L. Mehta, M.A., is the Manager of the Calcutta Office of 
the Scindia Steam Navigation Company. He has represented India on 
several International Corfeunces relating to business and industries. He 
was President of the Federation of Indian Chambers of Commerce and 
Industries. 



INDtJSTRiaii PROFITS: 
MEaSRREMEm' OF TRENDS 

lly 

M C \luNSiii 

Pkofits lNDr\ As In*dicator of Business Activitv 

fl) J licjniport'incc of irclnblcindcsof business profits 
as an iiubcaior of business actuiiy has long been rccogni/cd 

(J) I he leading countries of tlic uorld today publisli 
thtir ^^c)l kiiOHii profit indices at regular intervals In our 
country, since the rcoiiomic Advisers Ofiicchavc 

been publishing i profits index to which we 'hall make a more 
detailed rcrcicncc presently It was expected that unofiicnl 
,agcnctc« more especially the fiiianct il journals would be able 
to fill ihc'c lacmne jn the indicators of business activity ni 
India The Cc/ fa' (Calcutta) since March l*i38 began 
publisliing Its index of business activity comprising of 
(i) industrial production, (ii) mineral pioduction ''ni) mdoi: of 
internal trade (i\) financiil statistics Cv) indices of the value 
of exports and imports and (\i) nidicc« of diippmg activities 
AMth 1*^35 as the base But Ibrobvious reasons these expecta- 
tions of unofiicnl agencies compiling such indices, remained 
unfulfilletl though several detailed aiicmpis have been made 
(ostudv the trend of profits by an analvsis ofdividcntls declared 
by joint stock ixnnpinics over a senes of years, particularlv 
since the out break of the wai • 

(5) More dciiilrd and $ignific.ini analvscs than those 
made b\ stock-brokers and insurance companies m rc<pcct of 
-either an industrv as a whole or of an industrial unit arc 
rrndcml jiossihlc as i result of regular data publislicd b\ 
the statHiical on, ini/aiions of all advanced countries 

• llx* i» I art S-t c<w 1’ t n in I* - annul! 

il f Op til ofljliatull*!* *n<f an fta'x* a <• »r *ui rvurrt „ 

I ) i)- \l It (k'Jv*! an t Jt- in if ^ Lr rr, yj 1911 

an !*nrr» nf rjfS f*T *-11 
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Trends of Industrial Profits in Lndla 

It is not necessary for our purpose to examine at length 
the results of these enquiries or even to dilate on the trends 
of these profits during ilie different periods as we propose 
to confine ourselves vcr>' largely to the methodological aspect 
of the problem here. In order, hmvcver, to be able to see 
the results of these efforts, we take an exceedingly interesting 
period — the war period — andsummarise the results in the form 
of the following two tables, so that the indices in the two 
can be com'cniently compared. 


Chain 

No. of Profits Index Base^ 
Year Companies (Rs. 000) 1928=100 


C/Otton Mill Indiistiy 

.. 1938 

;)7 

2.4S.53 

208-3 


1939 

01 

1.98,64 

154-0 


1940 

i; 

2.80.95 

220-1 


1941 

00 

0.81.35 

489-1 


1942 

7 a 

11.09.78 

760-7 

Jute Mill Industry 

. . 1938 

.59 

'84.14 

9-S 

1939 

00 

1. 15.95 

13-6- 


1940 

00 

4.16.48 

48- 8 


1941 

01 

.3.98.0.8 

4C-S 


1942 

01 

4.22.84 

49-2 

Tea Industry 

.. 1938 

127 

78.79 

73-9 

1939 

127 

1.02.50 

96-2- 


1940 

127 

1.00.80 

95-4 


1941 

127 

1.49.41 

141 -a 


1942 

128 

2.33.00 

219-5 

Coal Industry 

. . 1938 

54 

1.22.77 

142-4 

19.39 

55 

1.19.00 

I39-I 


1940 

55 

1.19.93 

140-2- 


1941 

55 

98.29 

114-9- 


1942 

53 

94.00 

110-a 

Iron & Steel Industry 

.. 1938 

3 

4.07.03 

316-7 


1939 

4 

4.28.04 

289 -a 


1940 

4 

4.44.90 

300-7 


1941 

4 

5.73.10 

387-3 


1942 

3 

5.91.68 

403 -a 

Sugar Industry 

. . 1 93S 

1939 

25 

20 

70.70 
. 81.01 

157-7 

179-4 


1940 

27 

84.37 

180-0 


1941 

28 

1.19.78 

247-3 


1942 

28 

1.06.46 

219-8 

Paper Industrt’ 

.. 1938 

1939 

4 

4 

34.45 

30.39 

172-1 

151-8 


1940 

8 

71.72 

3.58-7 


1941 

s 

86,41 

432-2 


1942 

8 

97.64 

4SS-4 


1 Compiled from figures published in the Redew of thi Trade oflndta. 
1942-43. 
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Some Well-known Profits Indices 

Profits, however, are one of the hardest kinds of incomes 
to measure as they are the most variable and indeterminate 
•of corporate incomes. Any business concern could easily 
state accurately tlic sums that it disburses during a year as 
wages, interest or rent, or even the amount of dividends that 
it distributes among its shareholders but the profits of the 
enterprise itself arc undefined sums arrwed at from past trans- 
actions, and they involve appraisal of the net changes in the 
position and prospects of the business as a whole. By their 
very nature, therefore, profits are uncertain and irregular. 
But apart from tliis difficulty arising out of the theoretical 
analysis of profits, we also encounter other difficulties 
in respect of their measurement. It has, for instance, been 
found that there is no unanimity as regards the connotation 
and contents of profits. The typical difficulties encountered 
in the examination of the profits even of joint stock companies 
are illustrated in the Economist's profit index which is 
computed from a sample which does not remain uniform 
from year to year. In arriving at net profits we must also 
have a uniform measurement of the taxes paid by joint-stock 
companies ; but the method adopted by different companies 
for providing for taxes is also not uniform, some companies 
recording the full amount of the taxes while others show a 
sum too low to represent their assessment. In some cases,' 
figures of profits disclosed to the shareholders are allocated 
from or to unspecified internal reserves ; while some com-, 
panics pay tax-free dividends. Finally, it is well-known that 
directors may attempt to conceal trade secrets by keeping back, 
profits in the form of secret reserves because many a business- 
man, for obvious reasons, would like to refrain from revealing 
all his profits. 


In spite of all these difficulties, however, we have 
some very interesting compilations of industrial earnings, 
both in the United Kingdom and in the United States op 
America. The Economist's profits index has been des-| 
cribed as “a unique contribution to economic statistics though 
the material dwing to lack of uniform accounting practice 
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is raicly vcr^' simple to liandlc and sometimes posiii\cIy in- 
tractable.” Even this profit index sufiers from a number 
of limitations, .such as lumping together of home and foreign 
concerns, deduction of debenture interest and the dispropor- 
tionate si/.c of the miscellaneous group. For sucli rcasoti?, 
an exact comparison between the industrial profits of one 
country with tliose of another is not possible, let alone the 
peculiarities of company accounts and the diflferenecs in roi- 
poralion tax'cs and varying assessments from year to soar, 
in tlic U. S. A. on the other hand, we have a series of uell- 
hnown iiuliccs and regular sets of figures of profits arc pub- 
lished in a number of well-known journals like the Federal 
Reserve Ilullclin, (be Sur\'ey of Current Husincss, ilic Ihil- 
Iclin of the Isaiional City Ranh of Kew York and the Statistics 
of Income of the U, S. A. Treasury, to n.amc only the leading 
few. Tlic sample of l!»c Federal J^csen-c bulletin docs not 
include (any representation of) small companies and hence 
h sulTers from o\'cr-rcprcscniation of tlic durable manufac- 
turing concerns. It studies industrial earnings and divi- 
dends of a large number of industrial corponiiions )'021») 
and provides detailed figures for the net piofits of concerns. 
'Flic National City Hank of New York Hullctin provides dat.a 
of industri.al earnings before and after the ta.vcs in the compix- 
sitc luhincc sliccts of 1 10 nianufaciuriiig concernf. 

Rr.viEW OF Tire Tradf. or India Profits Indfx 

In India, as we base seen, (he only authoritati\c pro- 
fits index worked out so far h.is been the one prcp.ired 
b}’ the Economic Advisers Office. The profit indiccy arc 
avaikiblc for 8 industries — (I) cotton mills, (2) jute mills, 
(3)ccmcm, (4) tea, (3) iron and steel, (0) sugar, (7) p.apcr, and 
(8) cn.tl — sep.amtely as well aj for all the industries taken 
collectively. All these indices arc worked on a chain 
with 1028 as the base year. The index in 1020 svas simplv 
the ratio of the aggregate profits declared by the companies 
selected to fheaggregate piofiisoflhcsamccompanics in 1928. 
Simil.irly, the index for 1930 rebtisT to 1929 was worked 
cut first and the product of tins and the index for the presdous 
)c,Tr divided by 100 was the index for I93o w*iih base 192S. 
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.15y multiplyini^ (his index, by the ratio wliieh (he aggregate 
])rofi(s declared by companies in lOfU bore to the profits 
declared l)y the same companies in tlie previous year, and 
by dividing it by iOd (he index for It)."! was obtained and so on. 
As a chain index it possesses the advantage of the inelnsion 
of new Concerns and tlie exclusion of defunct ones with vary- 
ing numbers every yiair. Hut (here are a number of limita- 
tions to the profits index becausi', in tin; first instance, the com- 
panies included Iiere are (hose exclusively selected from (he 
the Investor's India ^’ear Hook of Alessrs. Place Siddons & 
Cough. 'I’hc total number of' comiianics inclnch'd for (ho 
construction of tlu; iiuhrx nw 72 colion mills. 7)8 jnle mills, 
oG coal companies. 'I cement, eomp.'inies, 1 iron and steel, 
concerns, H paper mills, 21) sugar mills, and 1215 lea com- 
])anics. An effort is m;id(^ to cover more than GO percent of 
the units of the jirincipal industries chosen by taking as many 
comjjanies as would account for more than (50 per c'ent of 
the paid-up capital of these industries. Hut the main limita- 
tion is (he definition of the net jnofils in I'cspeet of' which 
the index number (dosely f'ollows the figures given in the .said 
Vc.ir Hook where net profits arc described as the profits of 
manufacturers loss provision made for taxes, interest, com- 
mission and other miscellaneous items. 1'his means llnaf 
depreciation charges are ineludcd in (ho net jjrofits. Again 
by .selecting the joint stock companies tin; analyses of balance 
sheets of which aic given in one Year Hook only, regional 
representation of industrial units is bound to sufi'er. 

The Palanok Shekt Mici’iion 

In order to obviate these shortcomings and to Jiave a 
clearer picture of the net earnings of industrial concerns in 
India, the only method with which we are left is the system-, 
atic and close study of the balance sheets of the Joint stock; 
companies. Even (he income-tax returns or the published, 

* Wo liavo not mnclo any dolailcd rctiTonoo to tlio ollior study entitled 
“The Trend of Profits—A J-actual Analysis” by M. If. Gopal wliioh covers 
the period HUH-IO.'Jt). It contaiti.s very useful comparisons such as jjrofits )n • 
the U. K., the U. S. A., and India duriiiR this period. Enl the fitcnrcs of pro(if.<; 
arc only those of dividends declared by tlie joint stork C()fnj)anics and are Uihcn^ 
from. the variou.s Investors’ Year Books.. . ' . ' • 
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statements of the enterprise cannot be regarded as more 
dependable or cxiiaustivc than these balance sheets. Although 
it may be contended that balance sheets need not and fre- 
quently do not convey all the information required, they 
.have to be regarded as the only authentic source for the 
compilation of profits figures ; for the balance sheets alone 
would give us the requisite material for computing the propor- 
tion of profits to the turnover of goods and capital employed. 
It is true that in our country one has also to face the practical 
difficulty of collecting the balance sheets of a number of con- 
cerns for a series of years but this obstacle need not detain 
us here. 


Net Profits Defined 

If, therefore, a fresh inquiry has to be planned the first 
requisite is the formation of a clear definition of net profits. 
Tijcrc nre a number of sets of figures which arc given under 
the heading of net profits but the connotation of the terms 
is not the same in all c.iscs. For Instance, in the Economist’s* 
index of profits, net profit is defined as the amount of earnings 
left after deducting taxes. The Federal Rcscrx'c Bulletin* 
index of large-scale corporations computes net profits ».* 
’‘balance left before dividends arc declared and after all charges 
including depredation, interest, special rcscr\'cs charged as 
expenses and alll.axcs have been allowed for.” This defini- 
tion is also f.argcly followed in the Bulletin of the National 
CityBankof New York,’ svhcrcnct profit is shown as excluding 
depreciation, interest, taxes and other charges and reserves, 
but including dividends. 

In the Economic Adviser's Office Profits Index, net 
profits aic intended to me.an profits ofmanufacturc, less pro- 
vision made for t.axcs, interest, commission and other mis- 
crllancout items. The contribution made towards depre- 
ci.uion andresen'es is not deducted from this amount, but an 
allowance is made foi the Imnsfcr of money to profit account 


1 IV5>fu»r** S<. I9I<; p, fJO. 

5 ‘Esr tVjrfAj Kfn-n-r Mt?rh I9t?. p. JH. 

5 1 1 >- C>iir ItinX of Nrw Y«rV Mtrch p. JI. 
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from contingencies and capital or reserve funds, from the 
.sale of Government loans or from charges foregone by manag- 
ing agents, directors, debenture holders, etc. The Econo- 
mist’s Profits Index series (old basis) excluded capital profits 
and transfers from the rcscr\'cs and depreciation if that was 
.separately disclosed. In this way, there is a certain want of 
uniformity as to the definition of net profits in these index 
series and as in tlic ease of the Economic Adviser’s Index net 
profits arc taken to include depreciation as well. It will, 
therefore, be easily seen that in order to obtain a correct 
picture of net earnings of companies, the depreciation charges 
must be excluded along with the amount paid by way of taxes. 
We must, therefore, redefine net profits as the amount arrived 
at after deducting depreciation and other charges including 
interest on debentures and taxes but excluding dividend 
payments, allocation to reserves, other savings and carry 
forward, managing agents’ commission and allowances, 
bonus to staff, and items of intangible nature which are written 
off. 


The Analysis 

Having formulated a -working definition of net profits* 
we must proceed to formulate an outline of the inquiries that 
we would like to conduct into the various balance sheets. 
This outline is intended to show what details we would like 
to discover fi'om the balance sheets and then to determine 
by looking at the balance sheets themselves how far can these 
queries be satisfactorily answered from the balance sheets. 
If our demands arc not satisfied, it will be necessary to formu- 
late our queries in such a manner that the balance sheets 
are made to serve our purpose. 

The study of net profits can be conducted for different 
industries separately through selected samples of companies 
representing as many areas or regions as required and we can 
decide upon the number of these samples on the basis of the 
paid-up capital of the concerns taken. The results of the 
different units can then be totalled up and the net profits o 
manufacturing or mining industries can be computed as a 
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whole. It al«o be noicd that the index number of gross 
profits ns between dilTcrcnt conntnes m a pirucnlar period 
can be uscfull) compared wliilc the index number of net 
jirofits enables us to cxnmmc the earning capacil) of dificrcnt 
induslnes at Iiomc Tims we mny begin bv taking the in- 
come account and finding out the income before taxes b> 
deducting expenses from gross icceipts and from this amount 
deducting the amounts for (1) taxes, and (2) depreciation 
.ind other expenses, thus getting the net return This net 
return ma) be compared with the appropnations which a 
compan> ma) make in the form of dividends on ordinar) 
and preference shares or general or specific reserves or other 
savings and carr) forward 

A significant comparison can also be made about the 
percentage distribution of total earned profits of different 
industries among the important heads, \iz (1) dividends, 
(2) taxation, (t) reserves and (t) depreciation A senes 
of llicsc figures will indicate the proportion of earned profit 
(gross profit) distributed as between taxation, depreciation 
and distributed and retained profits 11 we compare the 
amount of taxes paid with the gross profits uc ma) obtain a 
rough indication as to the incidence of corporation taxes and 
Its floor and ceiling clTccts But this compinson has to be 
followed up bv the relationship between taxes and earnings 
avail iblc for distnlnilion to investors 

JSiT I’Rorrr \M) Iirnover 

Another inij on im criterion of measuring net profits is 
tlic turnover of the Inismos, for the turnover of anv business 
is the most import mt am! dctcmiming ftetor to whether 
or not It IS a going toiiccni It will also l>c intcrc»tJng to 
ixin'idcr the cifccis of variations in the volume of tumovcj 
and net profits is some rclitionshipcan liccsl ihlishcd brtvseen 
the ab'olule amount of net profits to the turnover Tlius a 
significant nieasuic tliai can l>c made at fiirlv comparable 
bxos is the r^iio of net profits tf» the volume of sale It is 
true that tlic rate cf turn over to profit m anv one indunr) 

IS not indicative of the relative prxfitabihtv in oU cr indu»trie» 
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but it is jointly an indication of increase in efficiency in that 
industry. Net profits may also be conveniently related to 
the unit of sale or to the unit of the currency of the coun- 
try, such as net profit per rupee of sale. In this way net profits 
can be shown as percentage of sales. 

Net Profits and Capital 

It would, however, be more useful for net profits of 
business to be related to its capital than to its turnover for the 
comparison becomes somewhat definite that way. Capital 
as computed from balance sheets generally differs from one 
establishment to another and there are various methods of 
arriving at the return on capital. The easiest of them, of course, 
is the share capital and the net profit is computed as earned 
on the share capital, frequently, however, other capital is 
also invested and utilised in the business either from the un- 
distributed profits in the forms of various kinds of reserves or 
the capital borrowed from banks and other financial institu- 
tions. The National City Bank of New York has adopted the 
method of computing the “net worth” of a corporation which 
includes book value of the outstanding preference and ordinary 
shares and surplus account at the beginning of each year. 
The rate of net profit earned on the capital invested shows 
whether the industry utilizes the entire capital invested with 
at least as much advantage as elsewhere, while the rate of return 
on “net worth” is indicative of relative efficiency and profit- 
ability. With the help of this index one can also judge the 
ability of the industry to raise fresh capital. ■ 

The entrepreneur would also like to relate his net profit 
to the capital employed whereas to the ordinary investor the 
rate of dividend is of greater importance. It is extremely 
difficult to find out from the balance sheets what is the extent 
of capital employed in a concern and it also raises the problem 
of defining accurately the term capital employed.’ The 

1 The capital employed means the cost of fixed amounts required in 
business of electric supply fairly acquired and available for use plus the cost of 
intangible assessments fairly arisen in promoting the business of electric supply 
plus the costs of works in progress, and stores, tools and instruments nefcssary 
for the business of electric supply plus working capital including the amount o 
sundry debtors and payments in advance, investment fixcd_ and coal depots, 
bank balance sheets and cash on hand. (Recommended Principles in the Con- 
trol of Public Utility Electric Supply and Finance, 1944). 
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capital employed by an undertaking would relate to all the 
assets of the undertaking provided they arc properly employed 
in the business and not in some extraneous business. Taken 
in this way, a working dcHnition of capital employed may 
l>c attempted as the figures arrived at by deducting from the 
total assets investment^ cash and bank balances as given in 
the balance sheets. The investors may lay mote emphasis 
on the power and capacity of the company to earn real profit 
than would the sharc-lioldcrs who arc generally interested in 
tlicratc of dividends. TIjc tendency of future capital apprecia- 
tion and increased business activity by retaining and re- 
employing that part of profit can c.asily be compared by two 
.sets of date: the return on capital (both total and invested) 
and the rate of pajTncnt in the long run. 

TIicsc broad headings may indicate the object with which 
we would analyse tlic balance sheets of joint stock companies. 
7'iic first task will be of making up a list of the joint stock 
companies in each iudu<ir>' or business. The most convenient 
W’ay would be to classify them on the basis of their paid-up 
capital. For example, (he cotton textile mills will be classi- 
fied into those with a paid up capital of (a) above 25 lacs, 
(b) between 10 and 25 lacs, (^) between 7 and 10 lacs and 
(<f) below* 7 lacs. This list may be further re-grouped into 
4 divisions according as their accounting year ends in the 1st 
2nd, 3rd or 4tU quarter. The choice'of the period may' 
sometimes present difiicultics but if we take up a period like 
the w'ar that has just ended, it would be necessary* to take a 
series of yean preceding the war, so that the profit trends in 
the abnormal pciiods may be studied in the background 
of comparatively more norm.il yean. In the c.ise of Indi.i, 
it may also be noted, in p.issing, that after the amendment of 
the Indian Companies Act (1913) in 1930 great rigour has 
been enforced in the presentation of accounts of the joint 
stock companies. When, however, an analysis of the balance 
sheets is undertaken, it would be seen that the manner in 
%\hich accounts arc presented by dinVrcni companies, even 
in the same industry, is not uniform. If, therefore, a unifoim 
ineiliod of analysi* is to be attempted, the skdemn of the 
analysis svill have to be adjusictl only by a pfoc ''ir*-*' 
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error. Thus even bearing the objectives we have defined 
in the foregoing paragraphs in mind, we find that all these 
eannot be straight-forwardly achieved by an examination of 
the balance sheets with the result that for a uniform tabulation 
of the figures of various companies, the analysis may have 
to be conducted for each year somewhat on the following lines: 

(1) Gross Profits, (2) Depreciation, (3) Provision for 
Taxes, (4) Net Profits, z.e., [(1)— (2 + 3)], (5) Amount 
available for allocation, (6) Dividends, (7) Reserves and other 
amounts appropriated and unappropriated, (8) Carry 
Forward, (9) Sales, (10) Managing Agents’ Remuneration, 
(11) Total assets, (12) Investments, (13) Cash and Bank 
Balances, (14) Capital employed, z.e., [(11) — (12-j-13)]. 

Here “Gross Profits” will be arrived at after deducting 
all other expenses excluding depreciation and taxes from 
"“Gross receipts.” Thus “Gross Profit” is net profit plus 
taxes plus depreciation. In the case of taxes, we have to 
rely mainly on the provision made for taxes and not on actual 
amounts paid because balance sheets do not always show 
these amounts in a uniform manner and frequently this 
account is carried forwaid to succeeding years. In the item 
“amount available for allocation,” we include the net profit 
of the concern plus the carry forward of the preceding year 
and any amounts transferred from the reserves or shareholders’ 
■funds which have accumulated from the profits made in the 
past. This amount is distributed among the three items, 
viz., Dividends, Reserves and other amounts appropriated 
and unappropriated and Carry Forward. Similarly in the 
reserves and other amounts appropriated and unappropriated, 
we include reserves and other amounts appropriated under 
separate heads as also such unappropriated amounts as con- 
tingencies, but this excludes reserves for taxation as these 
are already included in a foregoing item. 

Such an analysis would yield totals in respect of each 
industry over a series of years from which we can easily 
calculate a number of interesting ratios, such as, (i) net profits 
ns percentage of gross profits, (ii) provision for taxes as 
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pcrccntiqc of gross profils, (rii) pcrccniagc of div idcnds to net 
profits, (ir) net profits ts percentage of sales (r) maingiog 
agents’ remuneration as percentage of net profits and (n) 
percentage rate of net piofits to capital employed At the 
same time, a number of indices can be constructed with a 
selected >car as the base year, such as those fot net profits, 
for disidcnds paid, for sales and for capital cmpIo>cd ' 


Conclusion 

1 he foregoing piragraphs base been intended as a 
plea for the rcsision of the industrial profits index on 
ashich we ha\c so far relied in our country Indeed this 
piofits index IS frmkl) not a general profils index but is pri- 
marily an unweighted index on gross profits earned by some 
important comp iniu in India In fict, it is not c\cn planned 
on such an ehbonic basis is is the security index or the 
wholtsilc price index included in the Monthly Surscy of 
Ilusmcss Conditions in India It h is also been contended 
th It the Inl im c sliccts of joint stock companies arc \ cry often 
a nee between the auditors and iccount mis of the company 
and tlir prosisions of the company law md tint m many 
CISC'. It IS po sililc to get round the provisions of the latter m 
,ismui h IS m inv i bal nice sheet succeeds m concealing more 
from — thm enneedinr to — the law givci Hut this is a con- 
tention which cannot have much relevance licrc bcciusc a 
fur ippioxim ition will certainly serve most practical needs 
anil over a 'tries ofvears the so called inaccuracies arc bound 
to be eliminated \gam if a sufficicntlv large number of 
companies !•« chosen the practices of one arc likclv to be 
cancelled out In tho'c of another Indeed for practical pur- 
p<a C5 it ivdifiiculi to tlimkof ituihing other than the balmcc 
sheets for the me I'urcmeiU of profils unit's it be tlic Ixxiks of 
the companies thciu'cKcs It is al'O true lint very often 
tlierc arc x lolcnl fluciuatioiis in the rale of profils of individual 
cnierpri'c but these fluctuations too arc Ixiurd to be 
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smOothened out over a series of years. Any one acquainted 
with the market conditions is aware that the profits declared 
by the business concerns influence the policies of other units 
in the same industry and in the enterprise as a whole and 
these cumulatively have a bearing on the fortunes of the. 
financial structure of the company. At a time, therefore, 
when the Government think of collecting in a handy form 
all statistical data which could throw light on business con- 
ditions in the country, including the census of production, 
one is justified in hoping that along with these we may also- 
get a reliable profits index at least of the larger industrial 
enterprises in India. 


Mr. M. C. Munshi, M-A., is the Officer-in-Charge, Research Depart- 
ment, Federation of Indian Chambers of Commerce and Industry, Delhi.. 
Prior to that he was Professor of Economics, the M. T. B. College, Surat,, 
jor a number of years. 



INVESTMENTS, PROFITS RND TAXES 
Bv 

D. R. SA5tANT 

TIic economic welfare of ilic people is now universally 
admitted to be one of the principal responsibilities of the 
government of every countr>'. The proper discharge of this 
responsibility implies t>vo things : expansion of productioti 
and its equitable distribution. In the ease of production 
there are two agencies that can participate, either exclusively 
or in co*opcration, namely, the stale and private enterprise. 

If private enterprise Is to be relied upon for increasing 
production, it becomes incumbent on the part of the govcni- 
mem to follow such a policy as would encourage private 
enterprise to expand its productive activity. In this case 
the welfare responsibility of the government would be restricted 
mainly to redistribution of the production. But this redis* 
tribution must be brought about in such manner as will not 
make the producers decrease their productive activity. 
Otherwise the redistributive measures will defeat tlicir own 
end, namely, the promotion of the economic svclfarc of the 
people. 

Tlic most important economic problem that faces us 
.today is how to raise ilic stamlard of living of the poverty- 
stricken people of this counlr>'. Owing to c.xircmcly low 
production there is little scope for improving the standard of 
living of tlie masses by merely redistributive measures. The 
main objective of our economic policy must, tlicrcforc, l>c to 
bring alwui rapid expansion of prcxluction. 

The csscnii.al condition for expansion of production if 
the exp.ansion of investments. Under an economic sj-stem 
s>hetc private cntcrjnisc is not climinalcd the total sire of 
investments is drtcnninrd by the pub^tr * invest- 

nteni aciiviiics. Out of this total ins - ' • ^ 
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• oAii obviously be regulated with relatively greater ease, grant- 
ofcouisc, the rcc|uisitc knowledge and foresight on the 
part of the State authorities. But the regulation of the 
])riva(c investments is not such an easy matter. Though 
gu\eiinncnt may be able to exercise a restrictive control over 
private entcrpi'isc, it cannot force private enterprise to expand 
its activities. The most (hat government can do here is to 
ci'catc sucli conditions where private enterprise might feel 
encouraged to increase production. 

It must thus be obvious that govei'nment cannot dictate 
c.NjKinsioii of production in the field left to private enterprise. 
What it can do here is, thci'cforc, to follow such economic 
measures as would result, oii the one hand, in encouraging 
private pi'oductivc activity, and, on the other, in maintaining 
an equitable distribution of the outcome of that activity. 
Of the various mcasuix's followed by any government for 
maintaining equitable distribution of the national dividend 
the tax mcasui’es form an important part. Taxation policy, 
c.spccially fi'om •welfare point of view, must therefore, be framed 
in a way that will not only I'cdistribute the current production 
but would also encourage productive efforts such as invest- 
ments and efficiency. When any government accepts the 
responsibility of promoting the economic welfare of the people, 
the budget necessarily takes the form of an economic plan,* 
and taxation policy naturally forms an important part of that 
plan. An unwise ta.x policy will affect welfare adversely, 
cither by encouraging inequality of income, or by discouraging 
efforts for income production. Though the effects of any 
tax policy on redistribution of income can be easily noticed, its 
effects on productive activity, which work indirectly, may 
remain unnoticed and continue to cause harm indefinitely. 

It is, therefore, proposed to examine in the following lines the 
possible effects of certain tax measures on private productive 
activity. 

The size of production in any community depends upon 
the size of the private and public investments taken together. 

1 “The budget nowadays is a conscious attempt to use the taxing and 
spending powers of the state %vith the object of influencing both the^m^nitude 
of the community’s income and the distribution of its expenditure. J/ie £.co- 
nomist, 20th Oct. 1945. 
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111 SO far as public iiucsimcnts arc concerned, their size is 
determined by the iincstmcnt decisions taken by the public 
authorities, let us supjiosc, with reference to economic wclf.irc. 
Hut in the case of private investments, where the motiv'e force 
is profits, the size will depend upon the profit expectation ns 
entertained b> pnvnte enterprise. 

As savings c.in be held under normal conditions m liquid 
form without anv loss of v.-ihu, there would be no inccntiv’c 
to part with liquidiiv for investment purposes if there were no 
Lompensatorj income l*hc rale of income desired from any 
investment proposal will depend upon the estimate of risks 
involved therein, on the one hand, and the rate of return 
available on ‘‘risklcs<5” investments, such as Government 
rccurilics, on the <jihcr. The relative diflercncc between 
the rales of returns c\|>cctcd from thc<o«caIlcd “riskless” and 
“nsk>” investments cannot be the same for all countries, nor 
ran it be the same for a j’ivcn countr> at all times The 
rnlcoffclurnsdc<ircd b\ llic investors depends uj>on the amount 
of risks attached, riqhilv or vsroni»l>, to a t>pc of invest- 
ment. These risks mav be dinercntlv estimated, b\ people 
in dificrcni countries, and even b> the people in the same 
countrv, at diflcrcnt times In such eases there is no sense in 
pointinq: out to the investing public m one countrv that their 
Confreres elsewhere arc satisfied with a lower rate on similar 
investments, or ihcv themselves were satisfied with a lower 
rate at some earlier time. In the absence of .inv objective 
meisurcments of risks, there is no answer to the jxvssiblc 
arqumcnl from the investor* that thev want a hiqhcr return 
bciau«c they believe the risks to be hiqhcr. 

.So, qiven a pirticulir risk-licirinq altitude of any com- 
munitv at a pinicular time, investments will take phee only 
if the rates of rttuni csiKclctl from these invcilmcnls arc 
conviderrd to lx* adctiualc to cover the citimatcsl risks. If 
the rate of return from any particular tvj>c of investment 
happens to be lower th in the r.afc desired, riqhtly or w ron^ly, 
b\ the investors, invcsimcnis in that line will I>c cJiccl.ed. It 
IS obvious, therefore, that whenever, beciu^cof taxes or oihcr- 
vvive, the returns from investments dr** ’ denred 
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level, invcslmcms will cease. This mav lead even to dis- 
investments, so tliat production declines, prices rise, and 
profits arc brought up to a size which is considered 
adequate to cover the risks. 


One moi'c point to be remembered in this respect is that 
ihcic is not one particular rate of profits which may be 
deemed satisfactory for all lines of industrial investments. 
While a relatively lower rate may be considered good enough 
for investments in a particular industry, a much highei rate 
may be desired from investments in another industry because 
of the supposed greater risks involved in it. What all this- 
means, in short, is that no particular rate of profit can be laid. 
down as an adequate one for private investments in general. 
The rate of profit will have to vary according to the risks- 
subjcctivcly estimated by the investors in each case of invest- 
ment. 


Any tax on the rate of profits, such as profits tax or busi- 
ness profits tax, which is designed to keep the rate of profits 
at a particular level, will therefore lesult in checking invest- 
ments in those lines from which a higher rate is desired. The 
underlying idea in introducing such taxes is that the profits 
which arc in excess of what is required to induce investments 
should be appropriated by the state. The argument so far 
no doubt is correct. But the difficulty arises while fixing a 
particular level of profits as a satisfactory one for all lines oT 
industrial investments. Whatever rate we may strike at, it is 
likely to prove too high in some cases and too low in others. 
Investments will naturally cease in the latter case. The 
investors certainly have no right to surplus profits. But 
in the best interest of the community, the surplus profits 
must disappear as a consequence of increased production. 
Where, therefore, investments can be expected to increase 
as a result of competition, and it is desired that they should, 
so increase, a tax meant to limit the rate of profits is bound 
to Eesult in restricting investments by lowering their marginal 
efficiency. In fact, under conditions of competition excess 
profits cannot last. Competition is bound to bring down, 
profits to a level which is considered just sufficient to cover 
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(he risks iinoKcd And lha( « (he minimiirn ra(c to which 
profits c-in fill ^Mlhout any adverse effects on production 
The tTMtion of the supposed cxccs«^ profits can, therefore, 
bt justified onI> \vhcn the high profits cannot be expected 
to mcrcisc intcstments, as m the ease of monopolies, or arc 
not to be alloucd to increase imcstmcnls, as in the case of 
^\ar In all other eases a tax on profits is <urc to prove a 
drive against enterprise 


High piofits, «o long as the) cau^c investments to increase, 
do more good than harm In an undcr-cmployed country 
every new investment increases the income of the community 
by an amount at Icist equal to the investment The investors 
appropriate by w ly of profits onlv a part, may be high or low, 
of the lot il income generated by ihcir inv estments Of course, 
ifwt can reduce the appropintion by tlic investors, the greater 
to that extent will be the share ivailablc to the community 
as a whole m the new income Ihit raic mil'll be taken to 
set tint our attempts to enhance the communil <harc in the 
incitased income will not result in dwindling or drving up 
the source of increase, namely, the flow of investments itself 
'lint vs ill be to nobody s interest ’ 


It <houId incidcntallv be noted that taxation of the sup- 
posed high profits caimoiju'tly be opposed, as h is often done, 
on the groiuitls of double taxation It is for instance, often 
nninlaitietl that “profits when thev become dividend' arc 
subject to IL\ m thcordmarv v>av as part of individual in- 
comes, and there is no ease for taxing such personal incomes 
twice simplv l>ccause thev derive from profits’’* But such 
arguments arc due to confusion regarding the theoretical 
Inscs of Taxation of piofils and taxation of incomes The 
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underlying principle of income taxation is that every income- 
earner must contribute totvaids the state revenue, for 
whatever purpose it is raised, defence or social services, accord- 
ing to his ability. The source of income is of no material 
importance here. The taxation of piofits is based, on the 
other hand, entirely on a different theory. Profits are the 
remuneration for the economic services rendered to the con- 
suming community. The economic role of profits is to main- 
tain and if possible to cause the expansion of the supply of those 
particular services. Consequently such profits which do not 
fulfil this role, have no economic justification ; they repiesent 
unmixed exploitation of the consumers of those sendees by 
the profit earners. Wherever possible such exploitation must 
he stopped either by fixing the price of the limited supply 
or by inci easing the supply, and thus bringing doun the price. 

If this is not possible, it is better that the surplus profits should 
be taken over by government and used for the benefit of the 
community as a whole. The supposed reasonable rate of 
profit left after such taxation should certainly be liable to the 
payment of income tax just as the incomes from other .sources 
are. What has been taken away earher is only the surplus 
part of profits which had no economic justification. This, 
therefore, is no double taxation of income. No individual 
has any right to income arising from exploitation. 


The above paragraph must have incidentally made it 
clear that government is quite justified in taxing away surplus 
profits i.e. profits which are neither needed for maintaining 
the supply of investment nor are likely to induce its expansion. 
But the most difficult pioblem is how to find out this surplus,’ 
Obviously it cannot be done by laying down a particular 


1 “Ho%s-cver, it is practically impossible for any tax on transactions to f ill 
only -where there is a surplus greater than the amount of the tax. 'I here wifi 
be some people called upon to pay the lax who do not mala* as inurh^ ■iiifilir 
as thi s. These people will rather forego the surplus tl)cy arc gr-ttine. 11 hen-s rr 
this happens there is a net social Joss. TJie surplus thus foretjone i' )o ; to th' 
people affected and is not offset by any gain to the. government h'-f.'iu— tiinr f 
no tax collected. The tax is collected from those tsho mafre a snrphi'. rqu.tl ts> 
or greater than the amount of the tax. and anv surplus which is not^ rnn':!;!! U> 
support the ta.x is destroyed. It is this destruction that con'titutr. tnr harm in 
taxes that arc not directed carefully so as to fall only on surplus. Lrrr.'-r i •» 
T/ic Economics oj Control, p. -31. 
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rate of profit as the standard rite The me of profit must 
%ar> according to the amount ofnshs undertaken m each ease 
of imestment And as it has been pointed out above the 
amount of risks involved in difTcicnt eases of investment 
cannot bcohjcctivcl) laid dovvn Anotlicr point to be remem- 
bered m tins respect is tint excess profits and high rate of 
profits arc tvvo difTcrcnt things \s the rale of profit must 
be commensurate vvitli the amount of risks undertaken in the 
act of mvcsimcnt a high me of profits is justified where the 
amount of risks involved is great too Ao particular rate 
of profit thus can be taken as ilic standard rate The same 
me of profit ma^ be reasonable in one ease while excessive 
in another Where conditions of competition exist, the 
rate of profit can well be expected to reach a reasonable 
level in due course 

In the ease of monopolies of course an excessive me of 
profits might continue mdcfinitciv In such eases govern- 
ment no doubt is justified in taxing awa> the surplus profits, 
if tlic surplus can be measured But it is poor satisfaction 
that the surplus profits of the monopolists ire tixrd awa>-' 
'1 he monopolists cam the surplus profits bj rcsiritimg pro 
duction And in the real iiilcrcsis of tlic communit) the sur- 
plus niojiopolv profits must be made to vanish as a icsult of 
expansion of production bo, wherever monopolies arc 
found to exist government, instead of taxing iw i> the mono- 
jKihstic profits, would <!o better to enti the monopolistic res- 
trictions on proiluctiou Ihiv can be done in v inous w*a>T, 
for instance, hv getting control over the monopolistic business 
ind forcing them to expand production or bv subsidies 
and price guarmtecs to private competitors oi bj under- 
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taking competitive production itself:’ So even in the case 
of monopolies taxation of profits is not the proper policy. 

The taxes which impinge on the total earnings of an enter- 
prise, irrespective of the rate of profits earned, such as the cor- 
poration taxes, are also positively restrictive in effect. The 
restrictive effects of these taxes are not easily visible. And, 
therefore, it is sometimes wrongly maintained that, as an 
adequate rate of profits is made available to the investors 
•even after the payments of these taxes, they cannot result 
in restricting investments. The fallacy in this argument 
will be obvious if we go a bit deeper into the problem. With 
such taxes the net earnings of an enterprise will have to rise 
above the rate of profits expected by the investors by an amount 
equal to the tax payments. For instance, if the taxes on cor- 
porate incomes amounts to, say, annas 8 in a rupee, and if 
the rate of profits desired happens to be ten per cent, the 
enterprise will have to earn an income amounting to twenty 
per cent of the investments. A higher rate of profits on invest- 
ments can be earned, ceteris paribus^ only by keeping invest- 
ments and production low. So long as investors are not likely 
to undertake investments unless they can expect a satisfactory 
rate of return according to their own risk estimates, all taxes 
on the earnings of enterprises working under competitive con- 
ditions are bound to recoil on the community by way of higher 
prices. 

It may be pointed out here that if corporation taxes are 
removed and only individual income taxes are retained, the 
shareholders will evade taxes by accumulating profits in the 
corporations. But this possibility can be avoided by crediting 
to the shareholders for income-tax purposes the entire profits 


1 “Government guarantee of competitive price tvould nullify any attempts 
at monopoly by combination or by expansion of firms to a sufficiently large size 
to exert monopoly power over the prices paid and received. _ The same result 
could be achieved if freedom of entry were mintained in all industries so that 
as soon as any monopoly were formed and it raised the price of the product or 
-reduced the price of the factor, new enterprise would rush in to take advantage 
-of the possibility of extra profit and thus would restore prices and output to the 
optimum level. The difficulty here is that a large corporation or combination 
can often intimidate small new comers and the only effective competition would 
Joe by the government.” Lerner A. P., The Economics of Control, p. 85. 
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earned by llic corj>orat»ou during llic .iccouriting period 
irrespective of tlic fact wjirthcr thc> arc distributed or not. 

The ta\rs on profits svcrc defended in the discussion, on 
the 1DJ7-J8 budget of llic Govcniincnt of India on a novel 
ground. Tor instance, it was |K»intcd out that owing to a fall 
in llic rate of interest investors now should feel satisfied with 
a lower rate of profits.* X« doubt, with declining rate of 
interest the rate of profits expected fmm indusina! invent* 
incuts also (onics tloun. This causes investments t«) expand 
until tlic rate of profits decline* to the new Jovsei level tif ex- 
pectations, comnicnsur.itc with the new lower r.itCN ol interest 
That really is the economic advant.ige of lowering the rair 
of interest. Ihit this adv.uit.igc will not be .ivailabh if b-- 
causc of simultaneous increase in the rate ot i.ivc* the lot.d 
profits to be earned remains the same There will b* slight 
redistributive advantage but that is insienifMaiit 

What Ins been said so f.ir must not lie taken as .i plea 
for high piohls or hig incomes .\olhmg is f.irt/icr than 
that from (he mind of the present writer I hcsc lines are 
intended to make dear that under private cnirrpriM produc- 
tion vs ill not take place unless it holds out piosf ccts of earn- 
ing such a rate of profits as is considered adrrjuatr t*> cover 
the supposed risks. 2 In ever) comniumiy there is .1 series 
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‘>1 profit lafr, tlrmaniicd hy [iriv.itc i'nvcstor> accordincr to 
fUrti raitiKUr of n4:s ii, rari, raw-. Tit.- taxc? uTicJi mike 
J! Uixv^yuy to <-arn iitofas in r-xrrss of these rates u'ill result 
tn t.-aintin,' pn.riurtion to tliat cKtent. We inav therefore 
Vo if , on. iu.ie that as a nih- (axaiion of ptofib in any form 
-leMiffi hr fiiaaniui where jinmiotion of ccononiic welfare 
! 'hf o!>|ri!i\r ni { h’. policy. 
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} ieat;;!i ta.xe.iiott .if {oofits a*; siirh is (iiKicsirahle. it does 
tnc.i!i inat hiit'i piofit- is a. matter for indifrerence on the 
of (nr -a)’. ( 1 ninent. f or it must he remcmiicrcd (hat 


torji piof|f>- tan i’e earned onh' by !:cej)in,i;' jiroduction low. 
Si* the hiith'U" tile rate i.f profits diunandt-d by the investors 
fire more restricted the production 'will have to he. In the 
interest of expansion of jnodnetion, therefore, government 
mn-t follow a polit y which would induce the investors to 
itbesf at a iow rate ol return. For this it is necessary to bring; 
down iheratt- of inteicst as well astfu; risks involved in indus- 


trial iiu'esimeiUs. 'I'his can be done l)y (he go\'ernment by 
fblhtwing an aj)propria(e inonciars' ])ohc\- and by establish- 
ing rigiu tyjie of investment institutions, which by reducing 
risks will make money avail.abic for ])roductivc activity at 
eheajter rates. If even after (his the rate of profits demanded 
by jnivatc eu(er{)risc is found to be unreasonably high, say, 
beeause of wrongly exaggerated risks, in any socially useful 
production acii\-iiy, tiic Stale will have to undertake iiivest- 
inenis in that line on its own account. So also, wherever, 
because of .senseless Ijrands and varieties, prices and profits 
arc found to range higli, government should undertake the 
production of standard quality goods and sell them at reason- 
able prices. In order to avoid the possibilities of earning 
concealed profits public auditing should be made compulsory 
in the case of joint stock companies. All the patent rights 
and copyrights must be kept available free of charge to the 
State. This is likely to make private entrepreneurs nervous 
regarding venturing on new productive activities because of the 
possibility of competition by the State in future. If this is 
found to be tlic case in respect of any productive activity 
considered likely to prove socially useful, the state will have-' 
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to come forward ofTcrlnq; a guarantee of the rcpa>*ntcnl of 
imestments and a low ralCjSay, 2^ per cent of profits. Tins 
will protect the Jinc'iiois against the possibility of loss in the 
c.asc of experimental new* ventures 

A pohej along these lines is sure to lead to expansion 
of pioduciion If instead of this, government resorts onl\ 
to taxation ol profits that ma> keep profits low, it will 
also keep production low It is poor satisfaction to know tli it 
no one IS earning very high profits What we rcall> mint 
strive for IS to <ct that cvcr>ont is getting economical!) brttii 
oir. Tor this a Jiigli rale of expansion of production is cs<:cn- 
tial So far as boner distribution of production is concerned, 
means otiicr tli in i ixaiioii of profits arc to be used.* 


Prof /) /i ijr’f, .\f A , If /yrlurfr in keonrmes in thf Uimfr\ilv 
School of J^ort fines afd WtoA'iyr, Dnmloj Ih was in the acadtvu 
field for * \reTS before jmmttz the Sehool 


I * If ‘Hilling ih"* rtcij’ »i ihr of dir. ihcn tJje Lett wjrr lo> < 1 <» 
il 1* rofim of du i-v Tbe Irs n a wale *ai»5.a Jo ti»c 

iareene tit rar'iiM aoJ enf aTml ta'ofnei. tmryt of all —wort! m 

riTviti aryl vwi la i » r^Jtrti ca rotnycn^-^ a u* oa profiii at aucfi ** Tlie 
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POSr-WilR FINilNCE IN INDIS 

D. '1 L\ki»\\v\i V 

llu* l.isi \\«»rl(l War wimcsscd a trcmcndou-. inrr<a^c 
in llu* public r^pcndinirr* of .ill Iiclligcrrnt countries inrhid- 
iin; Indin. Ignoring l)ic provmci.il expenditure, sslnch thetugh 
5l inert .i«ed, .jssiimed .i less imjiorc.int role uiih tbc oii'Ct 
of ilie uai, the Indnn Go\crnmcn!‘s expenditure in(r''.ts^d 
from Us .‘'’*1 irons tn to Ks U*” trore in 

.n I i<r of nt.irK H uc include in the Iruiian (»o\f ni- 

nient's budget tin recoverable expenditure made In India 
on behalf of Ills Majesty’s (»o\eniinenl ''Rs III emres as 
ne sliould on all <ound biidgctar) principles, the increase 
in expcndiiurt' is seen to Ik* still liiglict— 
rise lias nnturall) jimdufcd a revolution ir\ clfrc i (»n all pubbt 
men and tnlrnmisfratois IMicre.as formerlv tlnv would 
li.ive IitMlatnl to sjicak of expe mliture piojdts involving a 
crore of nijK'ts, t)ic> arc novv so .ucinionied ttt think in terms 
ol huge nngiiitudcs tint they talk of citires of nipt es ol i \- 
ptndilurr without the slightest feeling of hcsUatitm 

The six vcirs of World War hive also seen a fpnrlrninl* 
of stK-i.i! roii't nniMiess, a luvv insisttnce on rights on the pirt 
ol the ilowntnxldt n and the oppres'cd, and a grc.tter re ulme‘> 
on the ji.iri ol the rich to vield to these tlinns I'ndtr it' 
innucnir m.inv ttuintrit* h.tvc resolved tti fight “w int, 
sb't'.oe, ignor.inte, «ju dt»r and idleness” .Some hue even 
prcp.mil ctimitle schemes to c.arr\ out tliis nolile object. 
Oidiniiilv, tilt .iiiministnitive .iml fin inci.t! rmenitud'* of 
ih'* t-sk vvoiild livve frighiriicd the pcojilc and the Govrrn- 
nn ni out of tl nr w its: but fiir |>cr«4»n$. who have just g me 
ll n>ugh llie r\|>' rinar cif .a w ir and <liH rcniemlier if. t’ is 
h ts lo t its terjiifs. In IrtHi al««*, the '.imc pbcnritnrnon h »v 
Iv-cn \siinrs<rd OmIv her liwkwardness anil her Tjrr*h 1 ''ing 
grc^lrr, il-e irai itnm I»is li-rn bigerr. big rrmtjr'* d i 

on the n’“r<b of tetrenil "lert sverr Ijcing j)rrpimi v>^ rn t^** 
Cr«tr.il cxj'’**nn*i'rc ss.is le‘s ilsan •sues t 
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^ PAPERS IN’ ECONOMICS- 

No^y bolh economists niul jiublic men discuss seriously plans- 
costing Rs. 10,000 crores in To years (and even Rs. 15,000- 
croies in lo years) as a workable proposition M This- welcome 
change is entiicly natural. If vast sums of money can be 
r.-'ised for jnirposcs of destruction and warfare, or to put it 
better, for national safety and c.\istcncc, why cannot the same 
thing be done for constructive purposes, to make life brighter 
and c.xistcncc worth living? The answer may not be as 
obvious to the expert as to the common man, for he realizes 
th<- clinercnce between the principles of wai -finance and of 
peace-finance. Ikit, certainly there is no use denying the- 
wisdom of raising the question or shirking its answer. In. 
what follows an attempt will be made to discuss as to how far 
the means adopted for meeting expenditure in war time can 
be utilized or adapted to finance peace time expenditure. 


Before plunging into this discussion, it may be better 
to furnish oursch'cs with some idea regarding the relative 
importance of the various methods in financing war expend- 
iture. The following table gives the relevant data for the 
year 1044-15. 


Sources of Government Expenditure in 1944-45 

Revenues . . . . . . 39% 

Borrowing . . . . . . 38% 

Currency expansion . . 23% 

It will be seen from this table that the greatest mone>^ 
raiser in 1944-45 was revenue, borrowing a close second, 
and currency expansion contributed about Jth of the total’ 
expenditure. In order to see how far it is possible or wise 
to use the three agents to the same extent in peace time, we- 
must analyse the causes which led to their productivity in 
wartime and examine how far they are likely to, or can be- 
made to, persist. We will begin first with the method on. 
which there is the least difference of opinion, viz. currency 
expansion. 

1 There is some difference between thejtwo figures. Tlie former pei tains 
to state expenditure only, the latter to state as ■rvell as private expenditure for 
development purposes, the change in psychology is none the less marked. 
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• Cprrimv K\p\s«ios 

'riic causes and ihc coukc of Indi.m inflation arc too 
ucll Known b\ now to need any discussion Iierc I3\cn dorinc 
the w.ir time, there was a considerable protest ai;nin«t it both 
fiom the public and the experts as a most incquiialilc and 
dangerous method of raising nioncs Hverpt for the soliinrs 
lata-birla plan, there has l)ccn )iardl> .in> serious attempt 
to prencl) its roriiinuancc in peacetime I he auihors of tins 
phn /lasc tried t<i argue for currencs expansion on the ground 
that it wdl 1)0 needed to /inaticc the increased prodiuii'Mi 
and that with proper safeguards it need ha\c no tcrr«>rs " 
This Mcw seems to lie graxcK mistaken Ilctwccn lots- p* 
and March lUlT.currencv lias expanded b\ Cl and whole- 
sale prices bv Other forms of monej ha\c sfown a 

smaller increase, demand dc{>osits h.i\L increased b\ laT"., 
onl). 7'hc sclocit) of circulation seems to liasc considcrabls 
gone dossn W'c have no ficurcs regarding die rapiditx of 
curreno cittulation, but the cUaiiip liousr returns, which 
Ji.uc incrca'cd onlj 212% bciisccn liMS-TO ,ind 1*MC-I7, 
show that ilcmaiid deposits aic not transferred with the same 
frequency ns before Thus, there is a great mn.aiion potential 
in tlie countis , and considerable scope for increased production 
without an) fall in prucs Morroxcr, there arc \cr\ few people 
who would plead for a sialjiliration of jirices at the prestnt 
lex cl, A substanlinl, though gradual reduction m pricc' 
is .an agrcetl |k)1icx. Under the circurnst.anccs. c\cn a con- 
sjclrralilc increase in prodticiion om be aliwrbcd b\ the 
UxsUxsx tTA'.v.xctAC' svsicm wuhoiit ptodiU-iug am undesirable 
fall in the price lr\cl. An increase in currcncx, thercf<*rc. 
h IS to l>c ruled out in the immediate future Of course, granted 
the tonfidrnic of the people, the State can increase the note 
4 iiiuhiion to am extent it hies, hut the ecoiiomu and s/k i d 
loiurquciices will Ik* serious Such a f>)lic\ will iKrdefmiieU 
unsound; urdikr in the case of ssatr finaiicr it max jcop irdwe 
iljr xerx aim of eroiuunir ami mkiiI liettcrnient, for which 
these sunn are ral'esl. 

I V gi |i>» * j O' 
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Tax Revenues 

■{a) J\^ational Income 

We may now turn to the question of revenues during 
peace time and war time. During the war, the total Indian 
revenues increased from Rs. 841 crores to Rs. 3351 crores. 
The tax revenues contributed the most important part of this 
war time increase. This may be attributed to the following 
causes: (o) Increase in money incomes j [b) greater inequality 
of incomes and {c) higher burden of taxation. During the 
war, thanks to the currency expansion and price rises, though 
there was no significant increase in production, money in- 
comes rose. The present price level cannot be allowed to 
continue during the post-war years. An increase or even a 
continuance of current money incomes at a reduced price 
level can only be possible, if there is a substantial increase in 
production. Of this, however, there are no signs ; on the 
contrary, the two peace time years that have Ibllow'cd the 
war, have seen a gradual decline in production. The Capilal 
Index for business activity has declined from ] 20 • 7 in 1914-15 
to 110-7 in October 1946 and is falling still further. As 
long as the present political situation and laboui unrest 
continue, it will require all our skill and resources even to 
arrest this declining trend. As far as the immedialc future is 
concerned, therefore, unless the price rise continues (a very 
undesirable course of affairs, but not unlikely) an increase in 
money incomes is out of question and a decrease quite likely. 

[b) Inequality of Distribution 

A factor that greatly increased the yield from direct 
taxes in wartime was the larger distributional inequalities that 
the war gave rise to. In absence of upto date Income Tax 
Reports, we cannot form any idea of the extent of the changes 
in income distribution that the war brought about. But it is 
-certain from all accounts that the great inequalities in income 
and -wealth di.'^tribution in India were aggravated by the 
w-ar time events. This fact w’as rcfiected in the yields from 
progressive taxes which greatly increased in spite^ of tax 
.evasion on an unprecedented scale. The increase in mah 
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distribuiion of income^ wns the result of n\ it;cs ind sihncs 
1 bcluiul Once the process of rising prices 

stops, tins Iig will (Iisippcir and with cmplovccs becoming 
more ort tiiiscd the nine hg will not be grcit With hbour 
rrstnc ind msistcni on its right ind n sympathetic \finisir) 
at the helm not onl> income but c\cn wealth distribution 
ma> be 111 ulc less unequal in a short time This factor of 
increase in re\tnucs nnv thus disappear in a short time 


(r) (I cj Faxatton 

Gi\cn the n iiion li iiKoinc tnd its distribmi m the u\ 
restnucs will depend upon tie level anil svstern of laNiiion 
I r , to sa> the \ irious taxes m fonc iiid their ritef One (jf 
the powerful l(\ci of getting more monc\ during war tune 
was tiu hwim, of new tixts like the Lxiiss Profits I i\ 
CorpoiitumT i\, Customs Duties etc It would he interesting 
to exaimiu cuhoftlu c t «\c.s b) turn ind <cc how fir it is 
possible la nnuitain llum it their w iriiim rues dunns tlie 
post»w ir period I or rt x oiis t>f I tek id sj* i » howcNcr vve 
must “lop fioin this detailed ainl>sis uid lx (intrni mis 
NMlh i Iinaid picture here 

It liis often Wen irgucd that the secret o{ the sucicss 
< rijij.h w II tinie 1 1\( s lies III the |>ro|»le s ps\rholog\ During 
tlic w ir thr\ fill that (heir libcrtv tin sctiint\ ol their 
faniilN ind projierts ire it suke, a ul thes feel that ni rnst 
IS \(M\ gre \l to j \\ fs r victors U is bee uoe of this p 
lc»gical bukgmund that a verj hi h level of laxition e" 

< ii (Hr/" on inromrs in / n^/ind or of Fi rnnas f pir» 
in Itulii vnIihIi would tirrlin inlv turn the entire prople into 
i n m >11 ( f Ii U'' IS If It r itnl v\iih re un ition if n >t icecptcd 
VMlIiiIirii ijiiniu wirtinu It is thfiicult to < re ite the same 
mrnt d tin j line in >racr tini'* Weau^e iliiLgh it mav 
1 'ok Inf t b! 1 jiliem »iw t * “ iv “o cm Iv nm cd 

!«» i rr Uer “ iriiJ ee f ir niutu il slau hu-r than f rWtrrrmeif 
If in i\ Ik* th it !hi» gene*' I psvth >* s' t' du" i > fihe v allies 
«d Iifr truplantrd at ii c nlv age, *nd mav W rnnrdird bv 
p OjX-r r rth v!s < ^ j n pig mda Hut there i? no doubt that 
ll c ruber clause?, from v^h »m the larges: aino jn’s'nf revenu'* 
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Jiavc to be derived, feel more keenly about the course of a war 
than they ever could about the improvement of the lots of 
their unfortunate brethren. 


\ hiJe not denying the truth of a different prevalent 
psychology during wartime, it may be pertinent to point out 
that such a vague feeling is not likely to make much difference 
in the very prosaic day-to-day task of tax collections or pay- 
ments. In any case in India the whole pioblem does not 
arise. The Indian businessmen never felt the war to be 
their own and profiting out of the same sentiment on the part 
of the Indian people, they vied "with one another in depriving 
the Indian exchequer of its due. The situation is bound to 
change at least to some extent for the better in, the post-war 
period, so that as far as this count is concerned, it need not be 
difficult for the Indian Government to keep as high a level of 
taxation as before. 

The most potent factor that helps to keep the heavy tax 
burden in wartime is the change in economic conditions that 
it gives rise to. The sharp break that war economy implies 
from peace economy makes possible taxes like the Excess 
Profits Tax ^vhich are powerful revenue collectors; in the post- 
war period, only pale irriitations of such taxes are possible. 
The most valid objection against a high level of direct taxes 
in ordinary times is its adverse effect on risk supply. . The 
full employment conditions,’ which are characteristic of the 
war, reduce greatly the need of risk-bearing and thus the 
demand for risk-bearing goes down. If the State embarks 
on a planning policy, as it is very likely to do during the post- 
war period, this second condition will be repeated to a very 
large extent. This will enable the level of direct taxes to be 
maintained at the same level as in the war period, provided 
the State will take upon itself the responsibility of seeing that 
the whole economic machine runs smoothly. In wartime the 
Government makes it its primary duty to see that the war 
machine and the industries and businesses catering to it, which 
means in the ultimate analysis, the whole economic machine 

rin a back^vard countiy like India, this word has to be interpreted tvitI^ 
a certain amount of caution. 
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.wc noi pnmij'tcd. 'lo this end it adopts \.inom detailed 
controls, and operates industries directly if indirect inter- 
\cntion docs not serve the purpose 7 he State must be pre- 
pared to atlopt the same policy m the post-war period if.uu 
level of direct fuation near the present one is to be succrscfiillv 
maintained. 

During wartime, indirect f.axcs have nlni been incrc-isctl 
to a large extent' 7 he normal objection .igainst siuh tixc'* 
has been tint thc> would lead to ,i great shnnl igc in ujii- 
sumption. This no longci lioldv good in vvartime, when 
reduction in c^uisuinption except of afisolutc necessaries 
becomes the .lim of ilic State. In the post-vvar period, such 
a rigid aim is no longer tlcsirablc, for .in mereasc in ctmsnmp- 
tion not onlv ol ncct «sarics but .d<o to «ome extent of comforts 
is the scr) object of post-vvat |>olir) Nevertheless, during 
the transilioinl period of shortages .and using monev incomc-s, 
it should be seen that the demand docs not press too much on 
supply and Ic.kIs to inflation Increases m rndircri t.ives 
mav prov ide the right rernedv for «u« li a purpose 

N'os-ta\ RrviM is 

In vvar, the non-t.ax revenues h.ave abo (Oninbutvd their 
fill or r.ilhrr more than that In thev loninbuted 

00(1 lakhs or 12% of the total revenues, while m 
7.r»0 1 Jikhs or -M*),, This increase has l>crn due to v.ariou< 
re.n'ons. dilfcnng with diflcrcni sources, e g , in the taic of 
tlic revenue from the Kcicrve Bank ii h.is l>ccn due to the 
Govcrnmrnrs fimnu.al poliev .and the change in tlie rules 
rcgartling the allocation of profits licivsern the shareholders 
and the Goveniment In the case of the I'osial Department, 
it has lieen due to greater busmens imnic and increase m rates 
of v.arious ‘erviVes. combined with a change in the previous 
convention arconhngto vshich no revenue vsav to l>e derived 
from tlie |K»vial servicev In the r.ailwa)s, the same causes 


I jr»* fr<V t»\n ajr m A on »n 

\n «ivTr**<* in rjir* »*«• fc*T-»-T »-*» ntic tn.'Ai 

w iV ljUrf lau» llrtv-r. iV im- c/ itvi rtrl lat ttrn »• 

♦pr»\.Rp. »/ A-nf»-rr*»r ««• li t$’n i!l *-r*ifrTj 

lt»r» lir ittJ '<rd lo a rnrenon ti»».*, j'frCrrjUt lV «/ .^Vm cm- 
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vvrsc ;i{ Wf.fL. Ihc revenue from rf)inage increased because 
of ihf L-rrat drtnand lbr.<ma!ler < niir- Miscellaneous jcvcnuc 
n>,r breau'-r of {jie v/ar lisf: insurance premia. A detailed 
;ui.tly.i‘. 1)1 wIu-jIkt arnl hrnv these revtauics can be made to 
C('5tfif.5H’ i nilrd mn here, but a few gencra.l considerations 
nmv h'- -rrn. In tin' ( ase of the two mo.st important corn- 
jneH'i.d tiep.u ! nn nt •, the jailwa\'sand the post, wliile 
u.’.liif I' id.ely to rofjf inne at ihewai level, it carmot be carried 
widt tie- v..’t!!nit- '-(itiipnic.au and niatcriafs. so that expendi- 
!t!tc lit tf e f' f!r|)arrnir'(it' is liK<-)\' to incictisc. d'hc jier.sistent 
cien’..nHf of l.ibonr and ( {eriea.l stalT in these departments for 
faij 'ondinon- of noj.t;.' .and of thecu'tfmu rs for proper con- 
v<-uir;i( r . ;.|..o hav<* to he satisfied. U'hile the wartime 

rate-, mav (oniinnc to jncvail in line po.st-war jicriod. any 
ttu te.t.c in them i'- lihely to rnei't with very s-tiff Jc.sistancc. 

Jt is dillieult to say much repatding i)ie new conventions that 
slmidd br adopted bct^^■een the Railwa)' ;md the Postal Dc- 
parfnlcn(^ and tfic thna-rnmeni Exchequer; but it is certain 
tliat ihf^c will lias'c to fie more al:in to peacetime arrangc- 
incnt.s than to w.irtime ones, which were .solely adopted with 
a vien- to bring jnoic money to the general rc\-cmics. Any 
expectation, therefore, regarding commci-cial departments 
contiibiuing to the general jcvcmics as in the war period is 
ont oflhejnark. 


PORRO\VINC 

^Vc now turn to the last source of Government finance^ 
r/.:., bori'owing, internal and c.xtcrnal. During the war, the 
intcraial borrowing progtamme of the Government brought 
forth Rs. l.Sl crorcs a year : during the last year (1944-45) 
the record was mucli better — Rs. 328 crores. If borrowing 
can be made to yield some such amount in the post-war period 
it will greatly facilitate the future Finance Minister’s wwk. 
Unfortunately, there arc many causes wdiich make such a 
repetition unlikely. It w'as mainly due to the negative 
method of preventing alternative outlets that the borrowing 
piogrammc of the Go\’crnmcnt w'as a success. The preven- 

1 TJic Pay Commission’s recommendations w'ill, if implemented, cost 
Rs. 2(i crores. ; 
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ticm was partly done (litougli direct orders like the Capital 
Control Order, and partly through the controN on building'; 
.md in« material';. K\cn if both these mean'; arc contiimcd 
(luring the po^t«\\nr period, the s,mic rigidit> in tlicir adnunis- 
iralion is no longer possible or desjr.jble. We cannot m 
the future continue to regard iiucsimcnt m Government 
loans onlv as deserving <»f cnctninigcnicnf However im- 
portant the rolf iliat the Government ninv pla> in the future 
(tonomir life, it is certain that private enterprise aho will 
have to he allowed tf» e\pand I’urthet, the reduttion in 
disirihutional inefju.iliticsaswcn.isthe rcnu'V.il of lornpuhorv 
savings measures like the ilatise letiarding the compulsot) 
n P. 7. deprisits will also have their rilec i- lakmg into 
ronsideiaiion all these «aiises. k should be loriunaieif the 
fjosrinmcut Iviriowings tan rcarh half their war level 

h\tcrna) boriowutg, and vvliai is almost the same thing, 
lirpiidation of eMerrml assets, inav provide us with a bcitet 
prospective During the war. India s srrrlnig debt h.is l>cen 
jiracticaUv vsiped out and she h.vs amassed a huge stethng 
hal.'itue ol Us l.OuutroKs II a subst.mtial p.trt of ilic'c 
hal.nues (onld be utilized m the near lutiin , ibis would provide 
.1 gtc.it soI.K e to the Indian K\ihe(|ucr Smh pruspnts, 
howevet, .ire lew Faigland in her ptesem nn)od is not likely 
to release ,»nv signifK.Tnt amouniol our sterling .cssets, csjKt ial> 
Iv as It will lend t<i tighten her dollar situation Ia>.ins from 
I' S A. Govrtrnnent or the F\|>ori-Import Hank would not 
have bienven difllrull to obtain at f»ne st.ige, but m» fai the 
Iiidi.in Gtivernment under .i f.dse notion ol her foreign c\* 
< h.inge rc'^oUM es h.i5 not made.mv \ igorous elforis to approavU 
the I’ A 1 leasiirv for .i !<mii l.vrn if the .ijipniach is 
m.i(lr now, it m.iv not Ik* «» r.ivv to nrgoti.ite a h».in .vs u 'sa$ 
iH-forc. 


I\)sT-w*An NoRSfvt IlxfistirrcRr 

The ainoin.l th.il can Ik* set .ipart lor etonomii and 
2.t>d.il fuojet t» during the |Kwi.\s,»r jKiiod vs ill depend on the 
g.vp li^twern the inonev rai‘ed slurng the jiost.war jxTiod 
.and thrt’ortn.d rxprndjtutr We have sfcn that in all like- 
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lihood, the former will be substantially less than in the war 
peiiod. It is equally likely that the defence expenditures will 
not go down to the levels we once dreamt of and that the 
non-defence expenditure will definitely go up. Defence ex- 
penditure of the Indian Government will bemuch higher thsn 
the pre-war defence expenditure of Rs. 46 crores ; it will be 
somewhere in the neighbourhood of at least Rs. 200 crores. 
The wages and salaries of the Government servants have 
lagged much behind the cost of living and the salaries of many 
private employees. During the war and sometime thereafter, 
this was tolerated because of the lack of employees’ organiza- 
tion and because of the vast reserve powers lying with the 
•Government. Both these causes no longer operate now, and 
these classes are determined on getting better pay. The 
Central Government has partly anticipated this by accepting 
the recommendations of the Pay Commission, but even this 
may not suffice and the Government may be forced to grant 
more concessions. Normal expenditure during the post-war 
period will, thus, much exceed the pre-war one and the sums 
-available for special reconstruction and development projects 
will be much less than may be suggested by any figures regard- 
ing likely post-war revenues and borrowing and non-defence 
expenditure during wartime. 

Conclusion 

On the whole, then, it would seem that at least as far 
as the Central finances are concerned, any possibilities of 
setting up very large sums for planning in the near future 
.are rather small. The Provincial finances with their inelastic 
revenue sources and their policy of prohibition may have even 
.a worse tale to tell. This need not however prove a damper 
to us; it should only set us thinking harder and more intensely 
regarding the priority among the various projects that have 
been drawn. It is upon wisdom in this selection that our 
future prosperity will depend. If this job is done well, 
the finances of the future will be much easier to manage, 
and it will be possible to spare much larger sums for financing 
'development plans after a short time. This is the precise 
.difference between peace and war finance. During a war 
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It IS cisicr to ruse hrge sum? of monc) tina duung pcicc, 
bill soon \s II revenues nnd borrowing rcocli a maximum. 
Since all this cxpcndiiurc is incurred for dcslructivu purposes, 
war cxpcndiiurc cannot feed upon itself During peace lime. 
It ma) not be immcdiaiclj possible to spare the same vast 
sums, but jf this expenditure is wisely incurred, it will lead 
to an mcicasc in n ilioinl income, thus making possible still 
large sums of expenditure and so on It is on this cumulative 
possibilit> of wise peacetime expenditure tint we must learn 
to rcl> rather than on great immediate possibilities, if our 
hopes arc not to be dashed to pieces 


Dr D T \f I U D PhD ts atprnrnl Ic Reader 

tn I ori'nus 1 1 Of Vn test t V Aj->/ of V o/ij’nif/ ani in 
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JOXNT STOCK BANKING IN INDIA— SOME 

REFLECTIONS * 
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D. X. MAi.irsTj: 

RiK.rNr Cinovrrn or JUxki.vg Oitices 

SiiHc the c-M.-ibjivIiincnt of the Reserve J3ank of India in 
Apiil J therr liny been a steady development of joint stock 
hankint; in Itidia and this developnicnt teas greatly accelerated 
doting tiir period of (lie Second W'oild War, particularly 
a.fter ahot.i the middle of 1912. Kot only have the banks 
previously estaldisiied increased their capital and extended 
tiunr npeiations but also a number of new banks have come 
into exisUmce. The number of banks included in the Second 
Schedule to the Reserve Bank of India Act 'tvhen the Reserve 
Bank first commenced its operations on the 1st April] 935 was 
only oO but their number has since been nearly doubled 
and there arc now as many as 97 banks included in the 
Schedule. 7’hcrc has also been a substantial increase in the 
number of non-schcdiilcd banks (V.c., banks the paid-up 
capital and rcsciwcs of which amount to less than Rs. 5 lakhs 
and which arc therefore not included in the Second Schedule 
to the Rcscn'c Bank of India Act) and although accurate 
statistics regarding these banks arc not readily available, 
their numbci may be estimated at about 700. Both scheduled 
iind non-schcdulcd banks have opened a number of new 
-offices. Whereas at the end of 1939 their offices numbered 
only about 1,800, they were almost doubled by the end of 1944. 
During the year 1945 further 1,000 new offices were opened 
by these banks with the result that at the end of 1945 there 
■were about 5,300 banking offices. Although latest data is 
not available, there are indications that there was a further 
increase in the number of new banking offices in 1946 prior to 
the Banking Companies (Restriction of Branches) Act which 
came into force on the 22nd November 1946. It may be added 


* These arc personal renections recorded in my personal capacity. 
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tint tbc figures given above do not include offices of Innls 
the paid-up cipinl and rcscncsof which arc Jess iJnn J{s i 
lalvli nor the monc) -lenders and indigenous bankers 

iNCnrASI IN lUSMNO Rl-SOL'RCnS 

'Jiicrc Ins been a considerable increase in the resources 
of banks during the last few jears I^uc to reasons winch 
arc wclM nown thcrclnsbccnnn cnoimous increase imurrcnc> 
circulation since the ouibrcal of die ssar The total notes 
//I circulation .imounted to onlj lis Jfi- crora on the Jst 
.September but thc> amounted to Rs I.JIJcrorcs on 

118lh M.arch, 1*M7, .an increase of ncirh seven hundred per 
rent There has also been a considerable absorption of 
rupee coins and coins of smaller denominations This great 
increase in the circulation of monc^ has led to a corres- 
ponding though not a proporliomic rise m the deposits of 
Innks IJic following table sliows the notes in circulation 
and die demand .and time liabilities of scheduled banks since 
the outbreak of the w ar 
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It vmII be *ern from die alxivr table tint in commr n with 
a r unil>r'' of oil cr lonntncs ll c incrca'c i i dcm'»rd dep'? its 
has l>rcii ciratcr thin that in tme dfpo i’* Wlcrevi t! 
demand Inbiliiies of »f! cdUed Iianks lave ircie*»e<l frc'n 
Rs n- c-T'cs on tl c Ift ^epIcnbcr I'*”? to Rr t*'i c* 
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on the Hlh ]\Iarch 1947 time liabilities have risen from 
-Rs. 102 crorcs to Rs. 347 croics over the same period, the 
pctccntagc of time deposits to total deposits having gone down 
from 43 to 3-j wliilc that of demand liabilities to total liabilities 
having increased from 57 to 06. It is, however, satisfactory 
to note tliat since the termination of the hostilities there has 
been an improvement in the rate of growth of time deposits. 
I'his has reduced the vulnerability of the banking system. 

Deposits of the iion-sclicduled banks (with capital and 
reserv'es of over Rs. I lakh) have also increased from Rs. 16 
crorcs at the end of 1939 to Rs. 92 crores at the end of 1945, 
the average deposits per non-scheduled bank having increased 
from Rs. 12*2 lakhs to Rs. 38 lakhs during the same period. 


InCRE ASED Lip,UIDITY OF BANKING ASSETS 

Though the deposits of banks inci cased considerably 
during the war period there was no corresponding rise in the 
demand for bank finance during that period as may be seen 
from the following table showing the total advances and bills 
discounted by scheduled banks. Similar statistics for non- 
schcdulcd banks arc not available. 


(In crores of rupees 


Date 
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BUlsDis- 

Total 

Demand 

% of 3 



counted 


and time 

to 4 





liabilities 



1 

2 

3 

4 

5 

1-9-1939* 

101 

4 

105 

237 

44-3 

29-12-1939* 

143 

4 

147 

252 

58-3 

27-12-1940* 

102 

2 

104 

276 

37*8 

26-12-1941* 

123 

6 

129 

338 

38*2 

25-12-1942 

95 

3 

98 
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22-0 

31-12-1943 

161 

7 

168 

668 

25-6 

29-12-1944 

236 

13 

249 

819 

30-4 

28-12-1945 

303 

24 

327 

953 

34:*3 

27-12-1946 

442 

23 

465 

1,061 

43 • 8 

28-3-1947 

471 

22 

493 

1,027 

48*0 


♦ Statistics for Burma included. 
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As a result of the increase in deposits and of the absence 
of a corresponding increase in the demand for bank finance, 
t/ic assets of hanLs became more /iquid during t/ic war 
period and they maintained proportionately higher c.a«:h 
balances as may be seen from the following table giving the 
{>osition of scheduled banks. 


(In crorrj> of rupees) 
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•StatHtici for Uiirm.a includf^ 


It will be observed from the above table that the per- 
centage of cash to demand and time Jiabilitie.s of scheduled 
b.inls which stood at 15*5 on the eve of ilic war rose to 2t)-7 
at the end of 1010. I'hcrcaficr, owing to a sbghtly improved 
demand for funds but mainly due to increased investments 
in Govenunent securities, the percentage of cash to total 
liabilities continued to decline and stood at 13 at the end of 
llMl. Since the icrminnlion of hostilities there has l>ccn 
an incre.1T in the demand for bank finance with the result 
lh. 1 t the percentage of cash lo total ll.ibilities of scheduled 
b.inks his dcclincii to lt»*3 at the end of M.irch 1517. 

The imn-scijcdulrd h.mls which were prev ioudy reported 
to l>e nnint.iining in.idrrpiatr cash bal.inces h.ivc also stc.ifh’Iy 
impmvrd their |xiM’tion in ih»< respect an<l alihough complete 
sl.vtiiljc-5 arc nH .iv.iil.ible, it is noticed th.if the perrentage 
of their radi bilinrcs to their lota! deiv**iis which was only 
al»‘nU 7 at the end of is now nearlv’ 10^ 
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Both the scheduled and the non-schedulcd banks have 
also im[)roved tlieir liquid position by investing large amounts 
in Govcvnmcm securities. 'Bhe total investments of the 
sehedulccl and the non-schcdiilcd banks (having capital and 
reserves ol over Rs. 1 lakli) which did not exceed Rs. 100 
<-ioies before the outbicak of the war arc now estimated at 
Rs. nno crorcs, i.e., nearly o0% of their total deposits. 

Profits or Banks 

1 he cumulative effect of the changes in the structure of 
the assets and liabilities of banks brought about by the war 
has led to an increase in their profits and to a greater demand 
for liank shares, especially of the old established banks, at rising 
jiriccs. However, the profits of banks did not rise in propor- 
tion to the rise in tlicir working funds. The slackness in trade 
demand for funds has led the banks to invest in Government 
securities with comparatively low' yields. They had also to 
incur larger expenditure on their establishments owing to 
the rise in the general price level and in a number of cases due 
to an indiscriminate extension of branches. A number of 
banks also earned fairly large profits on speculative purchases 
and sales of Government securities, prices of which have been 
generally rising during the last few^ years mainly on account 
of the cheap money policy pursued by the Government. 

Gert.mn Defects in our B.vnking System 

It w'ould be seen from the foregoing that there has been 
a great expansion of joint stock banking in this country 
during the last few years, although it cannot be said that ive 
have reached the saturation point. As compared to the 
advanced countries of the West, we have a considerable 
leeway to make and there will have to be a further increase 
in the number of banking offices, if the benefits of the modern 
banking system are to percolate to our poverty-stricken and 
debt-ridden ryots. But the time is now opportune to con- 
solidate the progress already achieved and to remove the 
defects that have characterized the development of banking 
so far in order that the further progress may be on sound lines. 
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J hr fint i>oint ih n mi) I>c mrntioncci ni ihi'j cjiiuicction 
j? llni i roiujflrrihlr im|)ro\rmrm rTqmrctl in tlic quiLnl 
<:t Old ird of m m ii^cmcnt of i number of Innhs 1 here ire 
i ft Nv hinks which ire nnniucci is cfncirnils is some of the 
tcidint; hinks in the n<h inrrd counints of ihr West hut this 
r-iniK)t ob\jou>l\ he siid of the j^cit nnjoni) of our hinks. 
It IS 1 truism til It t^nod Innkim; depends not so much on good 
liws vs on good hmkers \s i result of the ripid growth of 
hulls during tlir list few vein, there his h-cn i deirth of 
trimed personnel ind this deficitno will hive to he removed 
It in cirlv (life It is therefore ncccssirv to recruit ind truu 
personnel of the requisite ihiliiv ind integrit) \pirt from 
this m I feu rises huiks trr rcjwricd to he under the control 
ofuiiserupuloi s p( rs ms winch results m dcfdi iti ins embc/zlc- 
mems uul fruiduleni mismiingcincnt borne of the hinks 
tre vl<o reported to he run not to promote the gener il interest 
<if the comimiiuiv hut of the pinnulir gonip of intercsu 
responsihlt for tlieirest ihlishmciii Ihis Icid to unde^inble 
inlvrlockiiii between ilhed eoiucriis In this tormcitiun it 
IS to In noted tint i huikcr unlike oilur hu incssmen, is 
trulmg with the funds ol others md unless In i i mm of 
clnruier uid mtegntv the hink which he eontnils isbound 
le» come to grief se> jijcr f»rl itcnnd result m loss t > its dc|><)sit» 
or. Lndrr the I» Hiking Compimcs fluspcriion! Ordinmcc, 
I'M* iln C»overnment of Indi i line ilrcnl) w umed jmwers 
to tike iction igiimt hinlv condueimg ilirir ifl urs to the 
dctrniirnt of the interest of ilien flcjmsitors \ comprchcmiv c 
IJi.ikin (nimpuiirs IJiIl eJrcigneel to regulitc uul control the 
binliugsv tern tv ihei before the I egtsluure Iheenictmcnt 
of iheeinrisurt mil their rlhrimi ulminuiruion will no 
t! ndu result m i gr idu d de lectinu anel rrad cti > i of unsoun I 
bines hut It IS uhi natch for the dep^uitors inJ the gencml 
puhlir tei In- ilu v\> etfcful ilvnit the biiikv thev pun»u2- 
im 1 t > di (i»uric,r th > e k i >wn rn hive In-.*! nit marngrel 
I } r eir{vwjiji^ pulilic must be m ire \ i^d ml tli ui ihrv have 
Ivcn luthert > ii d ih nild t Ot I>^ 1 iictl b> bi jJ s m-reh bee mec 
< f the iiiractive ten 1' onr*^*:!! bv tl or In ihcrlavihil- 
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The second point that may be noticed is that although 
we have a few large banks which can stand comparison with 
some of the leading banks abroad in resources, the average 
size of our banks, especially of the non-scheduled class, is still 
too small to enable them to employ the right type of personnel 
and to operate on accepted lines. It is, therefore, necessary 
that the smaller banks should combine among themselves or 
amalgamate with some other big banks so that there may 
-be an end to the present unhealthy scramble for business. 
Small banks are no doubt required for our country-side, but 
just as it is essential that small agricultural holdings should 
be consolidated into economic units if our agriculture is to 
progress, it is also similarly necessary to consolidate the smaller 
banks into units of sufRciently large size. Banks the paid-up 
capital of which is not adequate but which do not wish to 
amalgamate with other banks must as an alternative take 
early steps to increase their paid-up capital. Banks must 
also utilize the profits they are making now to strengthen their 
reserves instead of frittering them away in payment of higher 
dividends as some of them are doing at present. Unless they 
take steps to strengthen their position as indicated above 
they may not be able to maintain the progress made during 
the war period and be in a position to meet successfully the 
problems and difficulties that may arise once the present 
inflationary conditions disappear. 

Thirdly, the development of banking that has already 
taken place is lop-sided in that there has been an undue 
concentration of banks in larger towns and cities. While 
the number of banking offices has shown a very rapid increase 
during the war the number of places formerly not served by 
banks to which banking service has been extended remains 
comparatively very small. Of the new offices of scheduled 
banks, only about 300 arc reported to have been opened at 
places M^hich were not previously served by banks. There 
are still about 600 urban places in British India and 000 
urban places in Indian States which do not yet have banking 
offices. The new banks have mostly opened offices in im- 
portant towns which enjoyed fairly adequate banking facilities 
and they have entered into competition with the banks 
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nlrcadv ^^cI^cslabllshcd there This tendency must stop, 
and btnhs, in a position to open nctv bandies, should do so at 
centres s\hich require but arc svUhout banking facilities It 
IS to be hoped tint the administration of the new Banking 
Ckimpinics {Restriction of Branches) Act, 191G will promote 
the growth of banking ofTiccs on right lines 

I iinll> It ma) be pointed out that the development of 
banking tint bis taken place so far has been on traditional 
lines and banks have nninlj contented thcmscUcs with puie 
“deposit banking “ A number of representations were made 
both before tlie Indian Industrial Commission and the 
Central Banking Enquiry Committee that the financial facilities 
available for tlic cstablidimcnt and development of industries 
arc not adequate but none of our banks has yet made attempts 
to make available such facilities on any appreciable scale. 
1 he experiments m “mixed banking” on the German model 
bav c of course faded in many countries but our banks, especially 
the older ones, could liav c promoted jointly an industrial bank 
to a«i5l the dev clopmcni of nascent industries The cstabliah- 
mcni of an Induttrnl Jinancc Corporation foi this puipose 
is now fontemphted but it will obviously lake considerable 
time before the new institution is able to start its operations 
Another direction in which a joint effort appears necessary 
and ma) lie fruitful is the establishment of an Indian Exchange 
Ihnk to finance our foreign trade It has been a longstanding 
fomphint of our businessmen tliat the facilities offered by the 
existing cNcInngc banks arc not adequate or otherwise salis- 
fictorv and because of this some of the banks have already 
cstabhdied a few branches or agencies overseas But it is 
doubtful w lictbcr attempts in this direction b> individual banLs 
wiU bc«.unicicnll> successful mxicvs of tlic hazaids involved 
in tins tvpc of liuoness and of the keen competition which 
the) ma) have to face from the existing exchange banks 
It, therefore, appears desirable forour leading banks to promote 
jonith an Indian Exchange Bank witli sufficicntlj large 
resources m order that it can operate competent!) and pro- 
filablv 

SI, I) .\ Ma'M, Sf t (Bot ), /; Con- {Uri),B,2,-ct-Uu, 
11 c- Ijjjjti-r f '-J'/ irth De''Kir^Of^Tc‘ions Detaitrrent of the' 
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BilNiaNG LEGISLATION IN INDIA * 


Jiv 


AI. S. Nadkarxi 


J he quc.siion of enacting coinprclicnsivc banking legis- 
lation for the protection of depositors and for the promotion 
o( banking in India on sound lines has exercised the mind of 
tlie public in this country for many years. The banking 
crisis of J9i:5-M brouglit home to the depositing public the 
desirability of statutory restrictions on certain undesirable types 
of activities of some commercial banks such as the combination 
ol l)anking villi trading, tlic grant of large unsecured advances 
to tlie directors of banks, their firms and companies and the 
maintenance of an unduly low proportion of cash and other 
liquid assets. TJie Indian Central Banking Enquiry Com- 
mittee went into the question and recommended the 

promulgation of a special Bank Act, covering the organization, 
management, audit and liquidation of banks. Certain im- 
portant recommendations of this Committee were incorporated 
in the Indian Companies (Amendment) Act, 1936, through 
the addition of a separate chapter relating to banking com- 
panies. Theicafter public attention was again drawn to the 
c(uestion of banking legislation in 1938 when the Travancore 
National and Quilon Bank Ltd. failed creating a feeling of 
insecurity among certain classes of bank depositors in South 
India. The Central Board of the Reserve Bank of India 
gave their careful consideration to the problem in 1939 and 
submitted to the Government of India “Proposals for an 
Indian Bank Act” which were circulated by the Government 
for eliciting public opinion in 1940. Owing to war develop- 
ments and the preoccupation of the Government with pro- 
blems relating to the prosecution of the war*, the proposals 
were held in abeyance for sometime but with the favourable 
turn in the war situation the question was revived in 1944. 
A bill incorporating the recommendations of the Reserve 

* Any expression of opinion contained in this article reflects the personal 
vie\vs of the writer. 
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ihnl \s« uuroduccd b> the Government in tlic Central Lc- 
Kishlivt Asscmbl) in November 1911 but it lapsed due to 
constitutional reasons V fresh bill vsas introduced in the 
1 c^ldall\e Ns-^cmbl) in Tebruary 1910 and was referred to a 
Select Committee flic report of the Select Committee was 
presented to the \sscmbl> b> the llonblc Fmance Member 
on the 17ih I cbnnr> 1917 and n is now cvpcctcd that the Bill 
vmII come 11)1 for final disposd, at the earliest, during the 
current sc^SKln of the I cgislaturc 

Nirn roR Bvnking Ilcisl^vtion 

J he quesnon w hether i coimir> requires statutory control 
wver us baukuw; mstitutions or not can onlv be determined 
with rercrenre to the economic circumstances and the banking 
suuiiiou m that countrv In manv countries — and m par- 
ticulvr m «c\cril European countries after the economic 
<lrptc Sion of 19 hi* 1 1— Icgisluivc restrictions on banking were 
intioduicd with a Mcw to eliminating ibuscs md malpractices 
whuh nnniroted thtm^cKesdurmg periods of emergency or 
cn IS In several others statutory control was imposed wuli 
the olijeet of cvtcnding to all bulks the principles and tradi- 
tions followed 1)^ the best banks Generally speaking in 
in lilt parts of ilic world banks vvlucli collect the s»Ving> of 
the lommunitv and place them at the disposal of trade and 
induMrv, art regarded as public msiiliiiions and statutory 
rrgulilion of thcinctivuics is considered ncccssarv for safe- 
j^tnrdmg the mttrests of the depavuor and for fostering the 
dr\ tlopmcni of h inking on sound lines The admittedly 
wiacvful hinking system of Greit Bntuu hovvevee 4 vqws. 
tint det tiled Irgislmvc inntrol is not essential for the efficient 
fmutionmg of BanLs If miv ntvcrlhtlcss be m^'niioncd 
thu rtrn in Great Hritain a fairly chbontc Joint Stock Banks 
\rt w iseincted in lell contamnig provisions for the control 
of tic numb-r of bmks mmimum rapiial, publication of 
bahner quets rcUrictions on advances against a bank’s 
own diur eu. ‘ Ihw Net was repealed an ISIT bv being 
M-r-cd m the gmenl law The sub equent 

l V t C il ]li»l 1 - j Ti I 
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growUi of souud lianking tradilions also made such legislation 
siijicrflnous in Britain. 

In India. as already mentioned above, the demand for 
banking Icgi.slaiion lia‘; its origin in .succc-ssivc bank failures 
in llic counliy. d’ho Indian Central Banking Enquiry Com- 
jnittec analysed the eausc-s of thc.se failure.? and mentioned 
the following as the j)rincipal ones: combination of trading 
with banking, dishonc.st management, incompetence of 
directors, bad and speculative investments, unrestricted loans 
to directors and their r,onccrns, utilisation of short-term 
deposits for long-term loans, insufficient paid-up capital 
and reserves, and insulTicient liquidity of funds. Since the 
publication of the report of the Banking Enquiry Committee, 
banking in India lias made considerable progress, particularly 
during the ivav years. Between 1935 and 1946, the number 
of scheduled banks has risen fx'om 49 to 96; their total demand 
and time liabilities in India have increased fiom Rs. 221 
crorcs toRs. 1,061 crorcs, and the total number of their offices 
and branches in India has gone up from 723’ to 3,519. As 
regards the non-sclicdulcd banks, although the number oE 
such banks submitting returns under Section 277 (L) of the 
Indian Companies Act has shown a comparatively small 
increase from 626 in 1938 to 632 in 1945, their total demand 
and time liabilities have risen during the same period from 
Rs. 15*42 crorcs to Rs. 73*64 crores,^ With regard to 
branch banking, the total number of the offices of the non- 
schcduled banks having paid up capital and reserves of 
Rs. 50,000 or over has shown a large increase fiom 343 in 
1938 to 2,343 in 1945. In assessing these figures, how’-ever, 
allowance must be made for the inflationary conditions created 
by the war. Some of the smaller banks present a number of 
unsatisfactory features such as a meagre capital structure, 
and insufficiency of liquid assets in the form of gilt-edged 
securities,. ^ The recent suspension of business by certain banks- 
in Calcutta and elsewhere has only served to emphasize the 
urgency of banking legislation in India designed to eradicate 


1 Includes figures for Buima. 

2 Statistical Tables relating to Banks in India and Burma, 1944-45, page 8- 

3 Reserve Bank of India ; Proposals for an Indian Bank Act, p. 30. 
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the driivvlncks m the existing banking structuic, to conserve 
iht progicssnndc durms the war, and to promote the develop- 
ment of banking on sound lines 

Hankivo Laws iv Foreicn Couvtries' 

Altlmugh the banking laws of various countnes arc 
formulated to meet their individual requirements, there arc 
ccniui Iindcrl>ing principles or features winch arc more or 
less common to many bank laws In the first place, there 
arc in many such laws restrictions on the forms of business 
m vshidi banking companies ma) engage, as m Canada, 
J}cnmark, and the United Stales of America Secondly, 
there IS wsuall^ a provision for a minimum capital, whicli 
nn> either be an absolute amount or maj be based on the 
deposits of ilic bank or tlic population of the city or town 
in which tlic bank operates Tlicrc arc such restrictions m 
hclgmm, Canada, Denmark, Korwa^j South Africa, Sweden, 
Swiircrlntid and the United Slates of America Tlurdly, 
llirrc arc rcgiihlionv with regard to tlic maintenance of an 
adequate amount of cash or liquid assets (apart from the 
balances nnmiaincd, where rcquirctl, with the central bank) 
as m Belgium, Denmark, South Africa, Sweden and Switzer- 
land I ourihlj, in certain countries there is also some form 
of control on tlic opening of new banks or the opening of 
bniKhcv bv existing banks as will be seen from the banking 
acts of Australia, Canada, iNorway, Sweden and the United 
States of America Tifthl), there is provision for periodical 
inspection bv Government or other authority, of the books 
and accounts of banks as in the United States of America 
and Cinida LaslI), the commercial banking laws m \anous 
countnei ihnost invanabU provide for the submission of 
I>criodicd St itemciits and balance sliccis b> banks either to 
the Government or the ccniral banking authority 

Emstino T rcisijvTios' in In-dia 

IWforc the passing of the Indian Companies (Amendment) 
Aci. 1‘^ar, bmk« m India were governed m all important 

t I r'*!) on lUnV^nt* l-ewlij on 
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jtion, organization, management, 
respects such as incorporalinies Act which was common to 
etc., by the Indian Compinking companies. There were, 
banking as well as non-bai the Companies Act which dis- 
however, a few provisions iir companies such as section 4 
tinguished banks from othership exceeding ten in number 
which prohibited a partneess of banking unless it was re- 
from carrying on the busintion 32 which required, under 
•gistered as a company,- seoile prescribed under that section, 
Form E in the Third Schedrld submit a list of all their places 
.that banking companies shou along with the annual list of 
of business to the Registrar nd the Form F prescribed there- 
members, etc., Section 132 a:ing companies from the obliga- 
under which exempted banliade for bad and doubtful debts 
tion to show the provision nhe balance sheet in the case of 
which had to be shown in t which required limited banking 
other companies. Section 136ient in Form G in the Third 
companies' to make a ^statenction 138 which empowered the 
Schedule every half-year. Sent inspectors to investigate into 
Xocal Government to appoiy on the application of members 
the affairs of banking companth of the shares issued, the pro- 
holding not less than one-fifompanies being one-tenth of the 
portion in the case of other c( which pro\'ided that if a bank- 
shares issued,'and Section 145^ond the limits of India, it should 
ing company had branches bq allowed access to such extracts 
be sufficient if the auditor isanches as ha\ e been transmitted 
or copies of accounts of the brjmpany in British India. The 
to the head office of the cclompanies Act passed in 1936, 
amendments to the Indian h relating to banking companies 
by adding a separate Part XAar distinction for the first time 
alone to that Act, drew a cloanking companies. The new 
between banking and non-loduced by the Amending Act 
Section 277F which was inti' as “a company which carries 
defined a “banking company’ accepting of deposits of money 
on as its principal business thewise subject to withdrawal by 
-on cmrent account 'or othertwithstanding that it engages 
cheque, draft, or order-’ no' the forms of business specified 
in addition in one or more oi) of that Section. As already 
in sub-paragraphs (1) to (17, f the Cempanies Act w'as based 
mentioned above. Part XA othe Central Banlang Enquiry 
on the recommendations of 
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Commiltrc .md contained some of the essentials of a banking 
rode. Apart from tlic definition of banking company, its 
jirincipal features were : (i) a provision limiting banking 
companies from carr)n'iig on business otiicr than banking 
proper [Section 277G (2)] ; (it) abolition of the managing 
agency s\-sicm in respect of banks by providing that no bank- 
ing aimpany shall employ or be managed by a managing 
agent other than a banking company for the management 
of the company (Section 277II) ; (iVi) a provision for a mini- 
mum paid-up capital of Rs 50,000 for banks incorporated 
after the ITilh Jatiuar)' 1037 ('Section 2771) ; (tr) prohibition 
of charge on unpaid capital (Section 277J}; (v) provisions 
for the maintenance of reserve funds and cash rcscr\'es by 
uort-schcdulcd banks (Sections 277K.aud277L); (ri) restriction 
on the nature of subsidiary* companies and prohibition on the 
holding of shares in any company, except a subsidiary com- 
pany, whether as pledgee, mortgagee or absolute ossmer, of 
an amoiim exceeding ‘10 per cent of the issued capital of the 
romjjany; and (r//) provision for a moratorium by the Court 
for banks temporarily unable to meet their obligations. 

The above amendments, combined with the provisions 
of the Uc<cr\'c Bank oflridia Act relating to scheduled banks 
uhich had come into efiVet earlier in July, 19.35, placed bank- 
ing in India on sounder basis than ever before. In a sliort 
time, houever, the limitations of the Amending Act of 19.3C 
l)rgan to m.inifest tficmsrlvcs. 'I'hc definition of a banking 
n)mi>any gave rise to administrative difTicultie-s in determining 
uhrjhcracompany'v.t$a’‘b,i!ik’*oriiot. Out of about 1,121 
comn.mies opcr.iting in Hritidi India in 19.38 which could be 
regarded .a-* non-M hcdulcd Iwiiks only C72 submitted the returns 
rcipurcd under Section 277 (L) of the Companies Act, the 
othrn claiming for \arious reasons that llicy did not fall 
uiihin the definitionofa banking companyset out in Section 
ti(*n 2771'.' The provisions of the Amending Act thus 
pnned iu.nlrqu.ntc and diflicult to .administer. Further 
the luiAing crifis in Sourh India in 19.3R drew attention to 
the dr^srahiruy of enacting comprehensive Icghlatioii for the* 

I I'''''r4r tljiit. i'vi : f«.r an I '• — 
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protection of the depositor. The Central Board of the 
Reserve Bank of India therefore gave their earnest considera- 
tion to the problem and submitted to the Government of India 
in November 1939 certain proposals for legislation in the form 
- of a Draft Bill. The main features of the Bill were as follows; 
In the first place, an attempt was made to provide a simple 
definition of banking, the term having been defined as “the 
accepting of deposits on current account or otherwise subject 
to withdrawal by cheque.” Secondly, the proposals sought 
. to ensure that institutions calling themselves “banks” had a 
sufficiently large paid-up capital to enable them to operate 
on a scale large enough to make it possible for them to make 
reasonable working profits. Thirdly, the Bill proposed 
certain moderate restrictions on bank- investments in order 
to protect the depositor. Lastly, certain provisions were made 
for expediting the liquidation proceedings so that if a bank 
failed the depositors would get what was left with the minimum 
delay and litigation expenses. In view of the abnormal 
conditions created by the war, however. Government decided 
not to undertake detailed legislation for the time being, but 
they undertook certain interim measures to reinforce the 
administration of the Indian Companies Act in regard to 
banking companies. Accordingly, the Indian Companies 
(Second Amendment) Act was passed in 1942 according to 
which a proviso was added to Section 277F to the effect that 
any company which uses as part of its name the word “bank”, 
'“banker” or “banking” shall be deemed to be a banking com- 
pany, notwithstanding the fact that the acceptance of deposits 
<on current account or otherwise subject to withdrawal by 
-cheque, draft or order, is not the principal business of the 
company. In 1943, the Bombay High Court decided that 
the Government’s Notification dated the 16th January 1937, 
granting exemption to banking companies from showing in 
the balance sheet the provision for bad and doubtful debts 
was vltra vires ; as a sequel to this decision, the Indian Com- 
panies (Amendment) Act, 1943, was passed under which Form F 
an the Third Schedule was specifically amended to enable 
* banks to omit the “Provision for Bad and Doubtful Debts’ 
-on the liabilities side of the balance sheet and to deduct froj?i 
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“Book Debts” on the assets side those bad and doubtful debts 
for s\hicli provision liad been made to the satisfaction of the 
auditors. 

Durint; lOTJ ami 1013, mainly as a result of war-time 
inflatiornry cotiditioiis and controls, a number of new banksr 
were floated, and the capital smictiirc and the terms of mana- 
gerial appointments of some of them showed highly undesir- 
able characicristtrs The Indian Companies (Second) Amend- 
ment .^ct, HMl, was therefore passed adding a new Section 
277HH to the Companies Act, and amending Section 
l’77l. Under Section 277HH, no banking company can 
cmplos or be managed b\ a managing agent or any person 
xshosc remuneration takes the form of a commission oi 
<harc in the profit'* of the compans or any person having 
a contract with the companv for a period exceeding five 
5 cars The Section, however, provides that a contract fo 
cmplojmcnt nny he extended foi a further pcuod not ex- 
ceeding five venrs so often as the directors think fit. Sec- 
tion 2771, as amended, provides, tnur aha, that no banking 
companj incorporated after the 15ih January 1937, shall 
carry on business unless the subscribed capital of the company 
is not less tlian half the authorized capital, and the paid-uj> 
capital not less than lialf the subscribed capital and unless, 
ilic capital of the compmy consists of ordinary shares only 
or onlinar) shares and such preference shares as may have 
t>ccn issued before the commencement of the amending Act. 
It further requires tint the voting rights of all shareholders 
.shall lie stnctlv proportionate to the comnbution made by 
the shareholder to the paid-up capital of the company. These 
provisions and more so the promulgation by the Government 
of tlie Order reining to ihcComrol of Capital Uswes in 191S 
heljicd lo check the growtii of mushroom banks. 

lUvavM or the Ri-servf Bask’s Proposals 

With the fivourablc turn in the war situation in 1911, 
atieniioM I>egan to he devoted to problems that would arise 
in the |H>4t.war prnVKl. In order to conserve the 

nnde in Indu during the war vears in ’ nf 
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and more particularly the striking growth in resources and in 
the number of banking offices, and to provide against any 
possible repurcussions in the post-war era, it was necessary 
that comprehensive legislation should be enacted as early 
as possible. The Central Board of the Bank reviewed their 
proposals for banking legislation made in 1939 in the light of 
subsequent developments and experience and submitted to 
the Government an enlarged Banking Bill. This Bill, after 
examination by Government, was introduced in the Legisla- 
tive Assembly by the Finance Member on the 14th November 
1944. The main additional provisions contained in this 
Bill, as compared with the Reserve Bank’s Draft Bill of 1939, 
■were as follows : (i) The Bill placed a definite prohibition 
on trading by banks and required that any non- banking 
asset acquired by a bank in satisfaction of its claims in the 
course of banking business should be disposed of in a specified 
period, (ii) Profiting by the. experience of bank failures in 
India, the Bill imposed a prohibition on the grant of unsecured 
loans to directors of banks, their firms, and companies, (in) 
'The Bill provided for a system of licensing banks incorporated 
■outside British India or the United Kingdom, one of the 
factors to be taken into account by the licensing authority 
before the grant of the licence being whether the applicant 
bank was incorporated in a country, the Government or law 
of which did not discriminate against banking companies 
registered in British India. Banks already carrying on bank- 
ing business in British India before the commencement of the 
Act were exempted from the licence, (iv) In order to fill the 
lacuna in banking statistics, the Bill provided for the sub- 
mission of monthly statements of assets and liabilities of banks 
to the Reserve Bank as also half yearly statements regarding 
the classification of their advances and investments in respect 
of industry, commerce and agriculture, (v) A provision 
was also made for a return of unclaimed deposits to be sub- 
mitted to the Reserve Bank, somewhat on the lines of that 
contained in the banking acts of Canada and Australia, 
{vi) The Bill prescribed a special form of balance sheet and 
profit and loss account for all banking companies operating 
in British India, whether incorporated in British India or 
outside, (vn) The Central Government were authorized. 
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under cernm circnmstmccs, lo direct tlic Reserve Bank to 
inspect tlic books and accounts of any banking company 

ami make a rcjKirt thereon (o the Government (tm) A pro 

Msion 'V IS also made for the appointment of the Reserve 
Bank as OlTicnl 1 iqmdaior m relation to the winding up by 
Court of a banking company A motion for the circulation 
of ilic Bill for eliciting public opinion was adopted b) the 
l 4 cg\statvvc Assembly on the I6ili November 1014 During 
the Bud^ct Session of lor>, the House adopted the Finance 
Member s motion to refer the Bill to a Select Commutec * 

I he meetings of the Committee were scheduled to be held 
m Octolici ini’), but oumg to the decision of tlic Governor 
Gcncrvl not to evtend the period of the continuance of the 
1 rmslative Assemlih bevond the l«l October ini') the proposed 
mrctings were cinccllcd and the Bill lapsed Although 
detailed legislation was thus postponed indefinite^ Govern- 
ment asstuned certain |>owcts provided in tlic Bill by pro- 
mulgitmg the Banking Compimcs inspection) Ordinance, 
iniG, winch empowered the Government to direct the Re* 
serve Bank to carrv out the inspection ofihc books and accounts 
of mv banking compaiu and report thereon lo the Ccnlnl 
Oovcnimrnt 


I nr Bankino CoMrANirs Bill 19|G 

\fur tlie fredi cJcciiom to flic Central Bcgislaturc in 
JUfi 1 ncu Ibll iig , the Banking Companies Bill 191G, was 
introduced m Iibruara pilC based on the earlier measure 
-ofloH with d modifirafionsin the light of the opinions 
received on tint measure Most of the rlnngcs made were 
of a minor charictcr, designed to lighten up or clarifj the 
provjnons tif the onginil Bill of lOjI but there were also a 
few nco chines like tho«c relating to the restriction on com- 
imsviou on the sale of a banks shares the trial of offences 
and the application of fines imposed under the proposed 
and an amendment of Section li(C) of the Reserve Bank of 
India \rt rchiing to the inclusion into and exclusion of banks 
from the Second Schedule to that Act \ motion to refer 
llic Bill to a Seiccr Commutec was adopted b> the Assembly 


I trgui \t l> laif« lUS 
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f>n ihc ]Jtli April 19JG but owing to constitutional develop- 
ments this Committee could not meet until after the close of 
the autumn session of tlie Assembly. In the meantime, in 
order ir) rc-gulate the c.xpansion of branch banking which had 
.shown certain undesirable ciiaractcristics such as an undue 
concentration of banking offices in the larger cities, a mushroom 
(CKpansif)!! of branches by sc\’cral small banks involving 
capitalized e.xpcnditure beyond the resources of the banks, 
jiaymenl of high rates of interest on deposits, etc., the Govern- 
ment decided that the provision in the Banking Companies 
Bill relating to the control on the opening of branches should 
be enacted in ad\'ance of the main legislation. The Banking 
Com[)anic.s (Restriction of Brandies) Act, 1946, was accord- 
ingly passed during the 1 9-f G autumn session of the Legislature 
requiring banking companies to obtain the permission of the 
Rcseive Bank before ojicning new branches or changing the 
location of e.Nisting branches. The Act also provides that 
before giving such permission the Reserve Bank may require 
to be satisfied as to the financial condition and history of the 
company, the general character of its management, the 
adequacy of its capital structure and earning prospects and 
whether or not public interest will be served by the opening 
or the change of location of the branch. 


The meetings of the Select Committee on the Banking, 
Companies Bill, 194G were held from- the 21st to the 29th 
Kovember 1946, the 13th to the 20th January 1947 and on 
the 8th February 1947. During its sittings in November 
1946, the Committee examined 17 witnesses, most of whom, 
were representatives of the various banks. The report of the 
Committee Avas presented to the Legislative Assembly by the 
Hon. Finance Member on the 17th February 1947 and it is 
expected that the Bill will come up for final disposal, at the 
earliest, during the current Budget Session. The Bill, as it 
has emerged from the Select Committee, would appear to 
be a comprehensive and well balanced measure, and even at 
the risk of repetition, it may be desirable^to indicate some- of 
of its principal features. 
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Ihf IUnkino Companies Biel as Amended 
iiA TjiF Select Committee 
I he ^clcrt CoMimittcc ni-idc scvcnl cinnges m ihc Bill, 
lilt tiutf ofwhitli ire RiAcn bJoAv 

tO I hr nngiinl Bill defined binkiiig is ‘ the icccptmg 
of <Ic|>osits rcpi) ibic on dcimnd ** Tlic Committee were 
not siipfitd with tins brief definition ind iftcr studying the 
definitions gnrii In Hilsbnr\ ind other luthontics/ In\e 
suR^Mid the lollowing definition Bulking’ mems the 
arapting for tlit purj>osc oflciidingoi in\cstincnt of deposits 
of mom \ from flu public, itpiyiblcon demmd or otlicmisc, 
and withdi iwibh In elicque, drift, order orotlicrwjsc 
inrthri, in ordtr to jmcauu the use of demmd deposits for 
Innr term Irndmg or for cipinl cvpcntiitnrc, the Committee 
lu\( iddrd i lieu chtisc pioliibiimg compinics other thin 
bmhng comjiitucs from uccpmig deposits rcpi\ iblc on 
dcnntul ilu. (hnu-uhits of cAohing i suisfiLtor\ Icgil 
dchintion of Innkmg ire \cry grcit ind iltliough there ire 
legil dermuious in the \rgcntmc, Belgium, \orwiy \nd South 
\frici, none of tltcm cm be rcgirdcd is quite suitable under 
Indnn conditions It is ihtrcfort to be hoped tint the 
definition moUcsI In the Sclcn Committee will be found 
gencnIU itrcpublc 

Ihc Bill pi ices ncM restrictions on the minigcrs 
ind minu,mg dint tors of binkmg comp mics in iddition 
to iho c mmnntd tn Section JT7HH of the Indiiu Com- 
plines Vet sshuh ssill lx repenhd b\ the proposed \ct It 
s puAidcd this n» bmkmg tompun shill hr mmigcd by 
I privtn \^}JI 1$ cngiKid in ui\ othsr Innincsi or \ocition 
i r w] (1 c rcmimcr ui n i\ on i scile di projH»riiomic, iccord- 
mq to ihr jormil t mdirsls prcviihng in binking business 
the rrc,(urtt~s ot the coinpim The Inter provision avis 
^I rrub t,m inrd m the I'Mj ii,n. hut the Select Committee 
liAr <!d d -j sub time i> the cffiti tint if in\ question 
■in rs III 3\ pirti ul ir t-i^c whether the rcimmcntioi is 
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disproportionate or not, the decision of the Reserve Bank, 
thereon siiall be final. A new clause has also been added 
prohibiting a banking company incorporated in India from 
having as a director any person who is a director of another 
banking company. 

im) Ihc Committee have amended the clause relating 
to minimum capital requirements for banking companies. 
Excepting that they have adhered to a minimum paid-up- 
capital and rcscn’cs of Rs. 5 lakhs for banks operating in 
Jiombay or Calcutta or both, they have given up the popula- 
tion basis and replaced it by one based on a territorial range 
of a bank’s activities, and have introduced the conception of 
“regions” or “areas” contained in Section 4 of the Reserve 
Bank of India Act. The minimum paid-up capital and 
icscTA'cs for a bank having only one office except at Bombay 
or Calcutta is now Rs. .00,000, and the capital requirements 
increase with the number of branches of the bank and the 
“area” or “areas” in whichit operates, the overriding minimum 
for a bank incorporated in British India being Rs. 15 lakhs. 
For banks incorporated outside British India a minimum. 

’ paid-up capital and reserves of Rs. 15 laldis has been pres- 
cribed, apart from the additional Rs. 5 lakhs for offices in 
Bombay and Calcutta. Banks incorporated outside British 
India ha\’e to deposit cash or approved securities with the 
Rcscn’c Bank of an amount equivalent to the minimum, 
capital requirements, but the banks in Indian States have been 
exempted from keeping such deposits. 

In order to present an undue concentration of voting 
power in the hands of a few persons, a ne^v sub-clause has 
been in-corporated in the clause limiting the voting rights oF 
any shareholder to one tenth of the total voting rights. 

(iv) In view of the tendency noticed among certain banks 
to declare dividends before writing off their capitalized ex- 
penses, a new clause has been inserted by ^vhich banking 
companies are sought to be prohibited from paying any 
dividend on their shares until aU their capitalized expenses- 
are completely written off. 
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[v) As mentioned abo\c, the Banking Companies Bill 
of 1911 sought to prohibit grant of unsecured loans to 
banks* directors, their firms and companies It was pointed 
out by sc\cral banks that tins clause interfered with legitimate 
banking business’ and a compromise was arrived at in the 
Committee under which while unsecured loans to directors, 
their firms and private companies are prohibited In the case 
of loans to public companies in which the directors of the bank 
arc interested as directors or managing agents, it has been 
provided that returns should be submitted every month to the 
Reserve Bank and powers have been given to the Reserve 
Bank to impose restrictions on such advances if it appears to 
the Reserve Bank that such advances are being granted to 
the detriment of the interests of the bank’s depositors 

(n) The clause relating to licensing has been altered 
so as to require every banking company to take out a licence 
A power of appeal to the CcntralGovernment has been given 
to a bank aggrieved by the cancellation of its licence 

(«i) The chusc relating to inspection has been redrafted 
somewhat on the lines of the Banking Companies (Inspection) 
Ordinance, 1940, and it has been provided that the Reserve 
Bank may, at any time, or on the direction of the Central 
Government, inspect a banking company The Reserve 
Bank IS required to furnish the bank inspected with a copy of 
the inspection report 

(n») A new clause has been added to the Bill enlarging 
the powers and functions of the Reserve Bank in tclaUan to 
banking companies The clause empowers the Reserve 
Bank to caution and advise banking companies, to assist them 
as intermediary m proposab for amalgamation and to grant 
loans to them under a new amendment which the Bill proposes 
to Section 18 of the Reserve Bank Act The proposed 
amendment to the Reserve Bank Act is significant inasmucli 
as It enables ilic Reserve Bank in emergencies to grant ad- 
vances to a banking company against “any security the 

ivn Ww ihr Srfcci Comiunpt on the Bantini; f 



200 


PAPERS IN ECONOMC^ 


Bank may consider sufficient.” In recent years it has been 
generally recognised that central banks should not be hampered 
by legal restrictions in giving assistance to banks and the 
proposed amendment follows the lines of Section 10(/;) of the 
Federal Reserve Act of the United States of America. 

The new clause incorporated in the Bill by the Select 
Committee enlarging the powers of the Reserve Bank also 
authorizes the Bank to call meetings of directors of a banking 
company for considering matters arising out of an inspection 
report or for meeting an officer of the Reserve Bank to disucuss 
such matters and also empowers the Bank to direct changes 
in the management of a banking company if indicated on an 
inspection. Furthermore, the clause requires the Reserve 
Bank to submit to the Central Government an annual report 
on the trend and progress of banking in the country and to 
appoint such staff as it may consider necessary for the scrutiny 
of the returns and statements furnished by banking companies 
and to ensure the efficient performance of its functions under 
the proposed Act, 

{ix) The Committee considered it necessary that the 
Imperial Bank of India should be brought within the scope 
of the proposed legislation and have accordingly inserted a 
clause under which certain provisions of the proposed Act 
not covered by the Imperial Bank of India Act would be 
applicable to that Bank. 

{x) As stated in the Notes on Clauses to the Bill, the 
Bill is confined to companies carrying on the business of bank- 
ing. The Select Committee desired to extend the scope of 
the Bill to partnerships and individuals carrying on banking 
business, commonly known as “indigenous bankers,” but were 
advised that there were constitutional reasons against such 
an extension of its jurisdiction. It would appear that under 
the Government of India Act, 1935, the powers of the Centre 
to legislate in respect of banking are restricted to corporations. 
The Committee, however, desired that the question should 
be further examined with a view to introducing subsequent 
legislation, extending the provisions of the Bill to other banking 
concerns. 
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Conclusion 

It ^\ill be seen that the Bill as it has emerged from the 
Select Committee is a comprchcnsivcmcasuic, and when enacted 
and \Norkcd in a proper spirit of co-opeiation, should help 
to lay tlic foundations of a sound banking structure m India. 
It may, houever, be stated that evolution of sound banking is 
not merely the result of banking laws but depends essentially 
on good bankers It is hardly necessary to say that good and 
Iioncct bankers cannot be produced by legislation but rather 
by pro])cr methods of selection, training and promotion 
Xcvcrthclcss, a comprehensive banking law can help the 
growth of sound banking traditions, which alone can ensure 
that bulking pla^s its rightful part m the economic and in- 
dustrial regeneration of tlic country 


Mr .If S J\ndlnrni, Af.t , fs an Aiststanl Chi<’f Officer in the 
Han^tti^ OprraUoni Depnrlnicnt oj the Reserve Bank of India, Bombay 



STOCK EXCHANGE AND CAPITAL MARKET 

IN INDIA 

By 

H. T. Parekh 

The effect of war on the capital market has been perhaps- 
more far-reaching than its effect on other aspects of Indian 
economy. Both demand for and supply of capital rose 
manyfold. War necessitated public borrowing on an un- 
precedented scale. From just under Rs. 1,200 crores in 1937- 
38 the Public Debt increased by over Rs. 1,000 crores. 
The supply was possible because of rising national money 
income due to war-time stimulus to industry coupled with 
monetary inflation which has always been potent weapon of 
war everywhere in the world. Scheduled banks’ total 
deposits during the last seven years have gone up from Rs. 234 
crores to nearly Rs. 1,000 crores. Similarly notes in circula- 
tion which were Rs. 192 crores in 1939-40 stood at Rs. 1,218 
crores at the end of 1945-46. The following figures of sub- 
scriptions to Indian Defence Loans including small savings 
during war years reveal the growing magnitude of the supply 
of capital which helped financing the war. 

(in crores of rupees) 

1940-41 1941-42 1942-43 1943-44 1944-45 1945-46 

86 64 100 341 266 376 

Investments in Central Government Loans during 1945-46 
reached the record figure of Rs. 376 crores. Small savings 
alone in the form of Post Office Savings, National Savings 
Certificates, etc., stood at Rs. 220 crores at the end of 1945-46 
as against 108 crores in 1940-41. Net investment during 
1945-46 exceeded Rs. 60 crores showing the potentiality off 
small savings movement. These figures show how the capital 
market was dominated by war requirements since 1940. 
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Resources of the capital market have gronu tremendously 
as a result of the war. The market canalised them for war 
purposes. In the process free flow of capital gave way to 
various control measures calculated to divert capital into 
required channels. Excess Profits Tax set a limit to rising 
• industrial profits. Provisions relating to voluntary, and later 
compulsory deposits of a portion of these profits diverted them 
to swell Government balances. 

' In May 19i3 with the introduction of Control of Capital 
Issues by Government flow of new capital was severely re- 
gulated. The objects of the Control were to prevent the 
establishment of those industries which did not assist in the 
production of essential war or consumption goods and to check 
the growth of mushroom companies. 

The control passed through several phases. From May 
1913 to May 1914 long-range schemes were discouraged with 
exceptions in suitable eases and subject to the condition that 
the money would be invested in defence loans or other new 
Government securities and kept so invested until it could be 
spent for the intended purposes. A reIa.xation was made in 
April 19M when the Government of India decided to allow 
issues of capital for long-range schemes even if they were 
still in an imlcfmitc form, out of the consideration that in- 
dustrial development in the immediate post-war years would 
l)c ficilitatcd if companies with adequate amount of capital 
at their disposal arc already in c.xistcncc. After the end of 
the Japanese ivar in August 1945, the Government granted 
an exemption in favour of any issue by a company, other than 
a h.mking and insurance concern, for an amount not exceeding 
lU. \ lakh. In T>cccmbcr 1915 the exemption figure was 
raised to Rs. 0 lakhs. 

Ai aihihlc figures indicate that in 28 montlis (till the end of 
the war in September 4.6fi0 companies applied for an 

agcregatc iwuc of Rs. 3S5 crorcs. Consent was given to 
3,7St companies involving a total capit.!! of Rs. 2C0 crorcs 
and ccmMuurmg fil % and G7% respectively of the number of* 
comp,anics and the amounts applied for. Outright refusals- 
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Bumbcrcd 87G (18-8%) for an amount of Rs. 89 crores 
(23-2%) involving 250 companies (for Rs. 23 crores) in the 
case of industrial issues, and 62G companies (for Rs. 65 crores) 
in the ease of non-industrial issues. In respect of the amount 
sanctioned tlic pcrcentgc of consents to applications was the 
highest in the industrial group, namely 82% as contrasted 
with 52% in the non-industrial group. Of the consents, 
industrial issues numbering ],70G account for an amount 
of Rs. I GO crores. In the non-industrial group 883 financial 
companies sucli as banks, insurance companies, etc., asked 
for consent to issues amounting to Rs. 1 22 crores of whom 503 
concerns secured permission for floatations ofRs. 50 crores. 

As regards distribution between short and long-range 
schemes 9 j *7% of applications or 75% of the amount asked 
for relate to immediate schemes. In the immediate class tlie 
non-industrial group is more important while in the long- 
range category the industrial group is the most important 
accounting for 90% of the number of companies and the 
amount sanctioned. 

When ^vc put side by side the figures of new capital 
flowing into Government Loans and Industrial issues interest- 
ing light is thrown on the behaviour our capital market during 
. the war period. In three years between March 1943 and 
1946 ov'-cr Rs. 980 crores of capital was raised by Government,, 
while only Rs. 250 crores were raised by private industry in 
28 months of which 50 crores were for finance companies. 
Industrial development was a poor second, more so when it 
is remembered that the bulk of the new industrial capital was 
to be locked up in Government Loans pending availability of 
capital goods. In short, not only industrial development was 
neglected but control of capital issues both negatively and' 
positively facilitated Government borrowing for war. 

The tempo of new capital issues quickened in the post- 
war period while Government borrowing fell off. During 
the nine months from October 1945 to June 1946, 897 com- 
jpanies applied for a capital issue of Rs. 209 crores. Consent 
"was given to 678 companies involving a capital of Rs. 165- 
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crorcs, as against the capital issue of Rs 2G0 crorcs in tlic 
previous 28 months Turthcrdctails arcgivcn bysub-dividmg 
the amount sanctioned into three categories, namely, mam, 
financial and otlicr indusincs The first covers expenditures 
on new factories, etc , while the “fmaucial” group includes 
issues winch do not cover addition to new productive capacity 
bc>ond wlui is possible with funds already at the disposal 
of a company m the shape of bonus shares, etc The third 
ntegory deals with subsidiary industries and enterprises 
Weehiv figures arc published for new capital issues sanctioned 
after June HUG with the names of companies in whose favour 
'I'uiclion has been accorded This is a great improvement 
Statistics relating to recent weeks show considerable increase 
m new issues In Januarv, Tebruary and the first three weeks 
ofi\farch 1917 sanctions obtained approximate fifteen crorcs 
of rupees a month In the last week of March alone sanction 
for Rs 2'} crorcs has been given At tins rate the annual 
figure would come to somewhere between Rs 200 and 
Rs J'JO crorcs All those wlio obtain the sanction arc 
not ncccssirilv able to raise the required capital Unfortun- 
atcly, figures of actual capital raised arc not available It is 
necessary to obtain and publish tins information periodically 

On the other hand actual public borrowing during 194G- 
17 went dovMi to Rs 112 crorcs against budget estimate of 
Us ‘i'jO crorcs The budget estimate of borrowing for the 
vear llur-18 has been further reduced to Rs 150 crorcs 
between jmbhe borrowing and industrial issues new capital 
rnsed since tlic war can l>c roughly estimated at Rs 400 crorcs 
jtrycir 


X\ 

So much for ilic growth of resources of the capita) market. 
Tins ncwlv earned wealth lias made old investors, both in- 
stiiiniona! and private, more iiowcrful It has also given rise 
to a maw of new luvcsiors who arc small as well as large and 
mdividu-ils IS well .as corporations Ihnks and insurance 
companies for the most part constitute this new class 
duunal pnispcniv revived public inlcresi j« ’ ' j/ 
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as in new share issues. These facts have combined to give 
the Stock Excliangc a new importance in Indian economy. 
I urnover on the old Stock Exchanges of Bombay, Calcutta 
and Madras became enormous compared to pre-war standards. 
IN'ew Stock Exchanges have arisen at Lahore, Delhi, and 
Hyderabad (Dn.) and broking firms have cropped up in many 
principal towns of the country. 

Even before the war Indian states played an important 
j)art in the economic development of their own areas by 
supplying whole or part of the capital and giving other facilities 
such as cheap po^vcr, land, etc. Mysore and Hyderabad 
serve as examples of this category of states. This lead has been 
folloAvcd by others such as Travancore in recent years. What 
is of greater significance is the fact that Provincial Govern- 
ments arc now coming forward to take a share in new indus- 
tries or companies, either individually or in partnership with 
neighbouring States or with the Central Government, For 
both the Travancore state and the Government of Madras 
contributed to the capital of the Travancore Fertilisers Ltd., 
floated some years back. The co-operation of Hyderabad 
and Madras in the proposed Tungabhadra project is another 
example of the common determination to achieve economic 
prosperity. 

The support of states and governments for raising large 
capital is particularly necessar}^ in this country because of 
the absence of under^vriting houses who can take up such 
risks. Today underwriting has been mostly done by brokers 
who have so far done the job well. Occasionally commercial 
banks have come -forward and underwritten new issues. As 
for instance the Central Bank of India Ltd. underwrote 
issues of the Amrit Oil Mills and of the Hind Textiles, while 
the Bank of Jaipur underwrote the capital of the Estrella 
Batteries. The number of large investment trusts in exis- 
tence today does not exceed ten ; only a few of these 
underwrite industrial issues. 

So long as banks underwrite such risks in a small way 
^nd cautiously this tendency is helpful to industry, particularly 
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■wlicn specialised institutions for such work do not exist The 
Central Go\crnmcnt’s plan to start an Investment Corporation 
v\ilh a capital of Rs 5 cnorcs carrying Government 
guarantee and whichvvill be subscribed to b> the Government, 
the Resen c Hank, the other banks and the insurance companies 
in fo-opcration is a welcome step, but somehow the plan is 
in abeyance at present 

Another noteworthy feature of our capital market which 
miglit grow in importance is the existence of the Indian 
State Loans of Mysore, Hyderabad, Bhopal, Travancore, 
etc , and of the Provincial Governments of Bombay, Madras, 
Punjab, etc Many of tlicsc arc issued after they arc under- 
written by banks and brokers With the present tendency to 
insist on more pov\ ers for the provinces in the new constitutional 
set up and as the need for capital for local development grows 
and as the plans for nationalization of public utilities and othei 
industries materialise these local giU-cdged issues might play 
an increasingly important role m our capital market 

Tlic one icsult of all the increased activities is that the 
market « no longer narrow One or a set of individuals 
cannot easily manipulate prices and control the market as 
lie used to do before the war It has become more broad- 
based like the London and New York Slock Exchanges It 
IS true that our stock exchanges do not ofTcr the vast variety 
of investments available on those exchanges which is but a 
reflection of the advanced stage of economic progress of those 
countries 


HI 

A brief review of the working of tlic Stopk Exchange 
during tlic war year? would not be out of place to chow how 
this situation lias come about 

Inuring the first phase of the war from September 1939 
to May I9W the commodity as well as slock markets were 
dominatctl by a wave of speculation It was based on the 
belief lint wxir demand means <oaring prices while the 
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economy was not yet geared to war purposes. Tata Deferreds, 
ibr example, were quoted at Jls, 1,300 on 25-7-1939 and at 
lls. 2,332 on 5-1 -1910. But German Victory and the imposi- 
tion of E.xccss Profits Tax pricked the bubble. The boom 
collapsed, rile second phase of depression continued from 
hlay 1 910 for almost a year. 1 he. crisis on the stock exchange 
was a jiart ol the severe crisis cxjierienced by all the markets. 
'] lie manner in which the stock exchange authorities met the 
crisis and the steps they took to restore order does them great 
credit. In Alay 19J0 values were collapsing so rapidly that 
on the 22nd of that month the authorities decided to close tlie 
Exchange for 21 hours. Special sanction was obtained from 
the Government for the purpose. Forward trading was 
suspended smr die. The Board of the Exchange made it 
obligatory on its mcmiicrs to carry all outstanding forward 
business at buyer's option. The Board fixed prices and iu- 
icrcsl charges at every monthly settlement. On June 14 
minimum jiriccs were fixed for scrips on the forward list and 
cash dealings were permitted in them. This measm’e was 
necessary to check further decline and to stabilise the market. 
It resulted in two quotations for forward scrips, one in cash 
and the otlicr in forward. The condition of the forward 
market ^vas still precarious as it carried a large dead-weight 
of speculative purchases. According to official figures the 
value of all outstanding forward transactions in June 194:0 
settlement was over Rs. 11 crorcs of tvhich Rs. 9 crores related 
to five leading scrips. Transactions in Tata Ordinaries 
and Tata Deferreds amounted to Rs. 7|- crores i.e., 5rd of the 
total. Actual number of outstanding Tata Ordinaries was - 
over 1,00,000 and of the Deferreds over 20,000. 

Forward trading remained suspended for over three 
months till October. Meanwhile confidence was returning. 
On the 9th October the minimum prices were withdrawn and. 
restricted forward trading was pei'mitted from the December 
settlement. The conditions of restricted forward trading were, 
(1) Fresh purchases could be made, (2) sales could be made 
against outstanding purchases; but (3) no short sales were 
allowed. This measure reduces the volume of outstanding 
business to the extent deliveries are taken by those' who- 
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miU frcsU purchases Ivlore healthy conditions would be 
restored to the extent \scaK holdings ncre liquidated Price 
could not be Iiammcrcd down by short sellers The Board 
of tlic Slock Evciiangc nerc justified in devising ways and 
means ^sliich favoured the bull and dcscnminaicd against 
llic bear in order to give relief to those in difficulty In De- 
cember 1940 the value of ouUtanding position was reduced 
to half i f , Rs crorcs 

Once the crisis was past a more permanent solution had 
to be found out The altcmativcsuerc either the restoration 
of free unrestricted fonvard trading or Its entire suspension 
for the duration of the war The first v\ as ruled out under the 
prevailing circumstances Government whose sanction was 
essential had definitely set itself against reopening forward 
markctdunngthcnar Government were insisting on dosing 
the fon\ard section while the Stock Exchange authorities 
were opposed to tliat course All through 1941 sentiment 
was improving Cash dealings in scrips on the fonvard 
list facilitated easy buying or selling Alongside, these scrips 
had a quotation in forword because of the limited outstanding 
cxintracts which had to be carried from month to month 
As outlook improved speculative buying of limited number 
of shares on the fonvard section resulted m forward quotations 
of these scrips being at a considerable premium over their 
cash quotation On the 3rd December 1941 the Tata 
DdcrrcdsvMS quoted at Rs 2,200 in cash and at Rs 2,353-8 
inthcfon\ard market The difference m cash and fonvard 
rates evoked strong public comments though turnover in 
forvMrd section was only small Such a situation, however, 
was not treated or encouraged by the Board though it should 
not have been permitted so long Orux the crisis was over 
the rules outlived their utility No steps were taken to enforce 
liquidation of open fonard position in 1941 witli the result 
that sliarcs merely continued to cliangc hands 

The third phase of recovery lasted six months till Dc- 
ccmlicr I'Vtl when the Japanese entry into the war L w ’ 
about 1 political cnsi's of the first magmiudc 
wus a year of panic India was invaded 
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was responsible for slump in prices. The Economic Adviser’s 
indices of variable industrial security prices which stood at 
JoO (1027-28 — 100) in December 1941 dropped to 120 in 
the middle of 1012 and then recovered to 145 by the end of 
the year. Tata Deferreds fell from Rs. 2, .332-8 on the 3rd 
December to Rs. 1,G00 on the 16th December (minimum), 
to Rs. 1,522 (the new minimum) on the 16th February and 
to Rs. 1,265 on the 27th March after removal of minimum 
price restrictions. Gash quotation dropped to Rs. 1,090 on 
the IGtli April when the forward rate was Rs. 1,255. In 
July the remnant offorward business still outstanding amounted 
to only Rs. I • 6 crorcs, which included 4,000 Tata Deferreds 
and 10,000 Ordinaries. Time was opportune for finally 
putting an end to fonvard trading. In July it was 
announced that all outstandings must be cleared so that as 
from the October settlement forward section would cease 
to exist altogether. 

From 1943 the fourth phase of rising prices set in and 
continued till the middle of 1946. The indices have been 
steadily rising and stood at 314 in August 1946. This has 
been the period of general inflation, mounting war expenditure 
and rapidly improving war situation resulting in victory and 
the post-war boom. 

Gilt-edge prices moved similarly, being chiefly influenced 
by war news. 3-^ % Paper dropped to Rs. 81 soon after the 
declaration of war but it recovered and touched Rs. 84 twice 
in 1940 and 1942 when France collapsed and Japan advanced 
into India. On 2nd March, 1942, minimum prices were 
fixed and de'alings below these prices were prohibited by a 
Gazette Extraordinary of the Central Government. Despite 
such a sharp decline the Government security prices moved 
steadily higher because of the official decision to pursue cheap 
money policy ever since war began, backed by open-market 
operations when necessary. Actually the first Defence Loan 
issued in 1940 was the short 3% 1946 Loan redeemable at 
Rs. 101. As the war advanced each successive loan came to 
be offered on harder terms than the preceding one. The 
3% loan which was short-dated in 1940 could only be 
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«])[,iincd as the Jongest-dated loan in 1940. The end of the 
war meant no difference to the gilt-edged market. The 
logic of cheaper money was carried a stage further. In 
August 1015 tile sliort-datcd 2l% 1050 was floated. This 
was followed in January 1916 by the issue of 2|% loan to 
mature in 19G0. The stage was thus set for the most mo- 
mcnloas announcement in the history of the Indian gilt- 
edge market. On May 2ith the Government notified that 
the svholc of the 3J% Paper amounting to Rs. 281-8 crores 

be repaid at par on 16th September 1940. From 15th 
August to IClIi September the holders were to have the option 
of converting their lioldings into 3% conversion loan of 1946 
redeemable at par not earlier than 198G or 2J% 1976 loan 
issued at Rs. 99. 

The working of the gilt-edge market during the war 
shows how the technique of achieving and maintaining cheap 
money was pcrfcctc<I. The scope of open market operations 
has greatly widened and now includes sale of new loans on 
tap fiorn time to time at rates which the authorities consider 
proper. Public issues of new loans were so arranged that the 
market was continuously supplied with new loans all the 
yc.ar round to suit the needs of different classes of investors who 
require short, medium, as well as long-dated loans. 

IV 

It was observed that an upward trend set in 1943. It 
was an ind.-itionary rise not confined to the stock market but 
noiicc.iblc in all markets like bullion, commodity, manu- 
factured goods, etc To cheek this tendency Government 
jwomulgatcd an Ordinance under the Defence of India Rules 
in September enforcing ready delivery' contracts to be settled 
uiihtn seven days and banning forsvard business as well as 
“hadl.a”oi carr> -ovcr operations on the floor of the Exchange. 
The Stork Exchange authorities criticised Government for 
such action mken without consulting them and which would 
only cause incovcnicnrc and hardships svithout achieving 
surccss in checking spccubtion. Once *’ ' J , \tTty 

about how to check c-xccssjvc speoni- ‘ . 
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Government order was based ujion the wrong assumptioii 
Ihat limiting delivery period would act as a brake on specula- 
tion. Tlic macliiiicry of carry-over known as “badia” operates 
to finance speculation and apart from a little inconvenience, 
it is relatively immaterial whether the period of settlement is- 
a week, a fortnight or a month. Interest charged is adjusted 
lo delivery period. Nor can a formal decree banning the 
“badla” be easily enforced. Large private finance circulates- 
on the Exchange for this purpose and so long as speculators 
ofler an attractive rate of interest there is no easy way of 
eliminating it. The line between investment and speculation 
is so fine that no amount of paper rules can be effective. 
Gambling is undesirable but such activity is widespread and 
not peculiar to the Stock Exchange. No rules arc adequate 
enough to correct such an activity. Nor will people refrain 
from such indulgence when times arc propitious and external 
factors such as 'war and inflation arc the dominating causes. 
As a rule it is best to leave the market to its own forces and 
con'cctivcs. Tampering with the market can hardly do any 
•good. 

Stock Exchange is no easy way to forti^. No one 
.should nurse the illusion that sobriety can be learnt through 
bitter experience. Tr)'ing to form rules in the vain effort 
to protect speculating class is to show S)Tnpathy which is botli 
out of place and futile. So long as forward markets are al- 
lowed to function corrective forces of the market itself will 
work more effectively than any impo.ced set of rules. 

Just as an upward trend in prices due to larger causes 
could not be checked by notifications and alterations in the 
rules of trading so also the downtrend cannot be stopped 
cither by frequent closure of markets, fixing minimum prices 
or putting restrictions on free-trading as indicated by the 
recent happenings on the stock exchanges. The continuing 
slump on the stock exchanges this year is the aftermath of the 
over-trading and excesses committed last year during the pe- 
riod of post-war boom. Crisis which was already developing 
was only precipitated by the budget proposals and the mar- 
kets were paralysed. 
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It must be said to the credit of the Bombay Stock Ex- 
change that it did not commit the error of fixing minimum 
prices like the Calcutta and Madras Stock Exchanges. The 
device of minimum prices whatever its utility during war- 
time is altogether valueless in normal times and only succeeds 
in destroying liquidity. Mr. K. R. P* Shroff quoting a 
London Journal in 19^1 very' well observed that : “Minimuni 
prices alone will not sufiicc to ensure liquidity. In themselves, 
indeed, tlicy arc destructive of it; for their very purpose is 
to maintain values by liquidity sacrifice. The experience of 
equity shares shows in fact that when the trend of the market 
is persistently downward, the price of liquidity is continuous 
depreciation. The cfTcct of inserting a peg in a falling market 
is to close diat market as surely as if the Stock Exchange doors 
were bolted and gu.irdcd by a sentry with a fixed bayonet. 
Support is useless witliout a bottomless purse, since it does 
not stop selling but aggravates it, on tlic principle that where 
the meat is, there will tlic eagles be gathered together. Price 
stabilisation at a particular level thus is no better cure for 
inherent market \vcakncss than pegging .1 thermometer at 
hiormaP is a cure for fever.” 

Tcmporar>’rcsiriciionsonfrcc trading which were recently 
im)>oscd in Bombay to tide over the crisis arc less objectionable 
but frequent closing of the market is undesirable. Steps to 
cheek hammering down of prices by bears in difficult times 
is cvcr)’ivhcrc reckoned .as a desirable policy though they are 
often misunderstood as aids to the bulls at the cost of the beats. 
In clTcci closing the market or restrictions on trading no more 
prevent prices from falling than fixation of minimum prices. 

Open and free nwrkct must be the first objective of 
stock exchange authorities. In that lies the safety of the 
invcMorand liquidity of his investments. The second objective 
should Ik to ensure an orderly marketing of securities by 
checking over-trading, especially by brokers themselves, as 
as violent Ihictuations in prices. Frequent failures of 
brokers resulting from their ou-n business is a matter of serious 
•concern as it lowers the reputation of the Exchange, though 
fin.tncial losses icsulting from them arc ot 
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public but by other members of the Exchange. The high 
status which the London Stock Exchange enjoys because of 
its smooth and orderly working ought to be the model for our 
Stock Exchange. 


V 

Regulation of Stock Exchange activity is more appro- 
priate when the interest of the public, that is the investing 
class, is in danger. For instance, many of the evil practices 
connected with new company floatations can be eliminated 
by more detailed provisions in the Companies Act and by more 
stringent rules enforced by Stock Exchange Committees. 
The Report of the Cohen Committee published in Great 
Britain sometime back takes a great step forward in this direc- 
tion. Some of the principal recommendations .of that Com- 
mittee are suitable for adoption in India. Dealing with new 
issues the Committee recommend that there shall be delivered 
to the Registrar of Companies for registration with every 
prospectus not being an offer to existing members, [a) a copy 
of every material contract mentioned in the prospectus, {b) 
the written consent of any expert to the inclusion in the 
prospectus of any copy of or extract from his report in the form 
and context in which it appears. If a prospectus states that 
an application will be made to the Stock Exchange for permis- 
sion to deal in shares it shall be bound to make such application 
not later than two days after the issue of the prospectus. If 
no such application is made for or sanction definitely refused 
all allotments shall be cancelled and money refunded. Cri- 
minal liability of directors for false and misleading statements 
in the prospectus is enhanced by laying the onus on the directors 
to establish that they did not know that the statement was 
false. Similarly accountants, valuers and other experts should 
also be made more liable unless they can prove their innocence. 
It is suggested that even bankers, brokers or solicitors who 
allow their names to be mentioned in the prospectus arc 
responsible to the investing public. It is further recommended 
that fuller disclosure of financial relations between directors 
and companies is desirable in public interest and in order 
particularly to check directors from deriving benefit from any 
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Special information they get on account of their position 
1 lie directors should, therefore, disclose all their transactions 
m shares and debentures so that shareholder ma> ask for 
iriformation if ncccssar) Similarly tax-free salaries to direct- 
ors should be ended as an undesirable practice Other 
forms of remuneration to directors should also be disclosed 
to shareholders Publication of fuller details m tlic Profit 
and Loss account and m the Balance Sheet and on a uniform 
standard is recommended to help the shareholders to judge 
the position correctly 


VI 

detailed rcguUtion on these Imcs to stamp out evil 
practices connected with promotion of new concerns and 
management of existing ones is an urgent necessity Defects 
in the present working of the control of Capitallssucs is another 
direction m which reforms arc necessary Wai-umc purpose 
of control being no longer necessary Capital Control ought 
to sci\c definite peace-time objectives It presupposes prior 
decision on kinds of mdusincs to be encouraged and on their 
geographical distribution It should also be based on a care- 
ful estimate of ilic annual savings available and how they 
arc to be allotted m different directions according to relative 
urgencies for new capital No such broad planning exists 
today Piecemeal decisions m some directions have been 
taken, such as number and location, of new factories for 
manufacture of vegetable products or permitting new textile 
factories to be set up in deficit prov mccs So long as a dcta.iled 
hsi of priorities is not worked out by a planning body Capital 
Control must work Inpha/ardK Unless the basic purposes 
arc not defined one can only wonder wlni Capital Control 
IS intended to acliicvc It must have a positive value In 
Its present form the control docs not even act negatively m 
preventing the growth of mushroom compames Anybody 
who c-m make out a plausible ease can get permission for issue 
of capital Miishnxmi compames arc known by their results 
and cannot lie determined at the start Nor arc ... ’ ,jjons 
*cruimi‘cd v>itli a thoroughness and ^ 

the nn'-cmpulous from seel mg 
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amount of capital nor the form of issue nor the other details 
connected with the issue arc investigated in an efficient 
manner, IS'o expert reports about the worhability of the 
schemes are asked for or investigated. Cases arc not unknown 
where same concerns have gone on successfully asking for 
more and more capital even though funds obtained through 
previous issue have remained unutilised and plans for the use 
of such funds almost non-cxistant. Anybody with sufficient 
prestige and influence can obtain permission for capital issue. 
Last but not the least arc the defects inseparable from all 
bureaucratic controls,, viz-, long delays, inefficiency and 
corruption. 

The control of Capital Issues has suffered partly by not 
being part of a wider integrated economic policy and partly 
by not carrying out its limited functions with any live sense. 


Afr. H. T. Porchh, B.A., B.Sc., {Econ. London) is associated with 
the firm of Messrs. Harkisondas Lakhmidas, Share and Stock Brokers^ 
Bombay. He was for some time Professor of Economics in the St. Xavier's 
College, Bombay. He had specialised in currency and hanking. 



“WARTIME TRENDS IN INDIA’S PUBLIC 
FINANCE 


P J J PiNTO 

Tiscil policy ^vuh the changing role of government has 
increasingly tended to become a regulator of the national 
income and its distribution This is even truer of wartime 
fiscal pohc> nhen a transference of resources from peace-time 
uses and civilian needs to the requirements of defence and 
military strategy lias to be cficctcd In India, as elsewhere, 
public expenditure during the war reached unprecedented 
Ic\cls uliicli called for a severe ^‘iightcmng up of the belt’* 
bj taxation and for public borrowing on an extensive scale 
When taxation and borrowing from the public proved in- 
adequate, inflation or ‘‘forced saving” ensued, which in turn 
Jiad Its repercussions on public expenditure and set up a vicious 
spiral affecting the whole economy 

Public expenditure, then, is the starting point of any 
analysis of wartime trends in India’s public finance Two 
phases, differentiated roughly by Japan’s entry into the war 
arc discernible in the scvcn->car period 1939 40 to 1945-40 
In the first phase expenditure rose gradually from Rs 95 
crorcs m 1939 10 to Rs H7 crorcs in 1941-12, expenditure 
in the pre war >car 1938-39 was Rs 85 crorcs 1942 43 marks 
ahe beginning of the second phase, w ith expenditure mounting 
rapidh from Rs 289 crorcs in that year to Rs 500 
cTores m 1915.4C The same trend is noticeable when total 
budgciar) expenditure (including capital expenditure) is 
divided into civil and defence CimI expenditure for 1939-40 
was Rs 45 crorcs, It actually dcdincd to Rs 41 crorcs m 
I9U>.41, then rose to Rs 43 crorcs in 1911-42 But in the 
•econd pln^c it jumped c\ cr higher to Rs 74 crorcs m 1 942-43, 
Rs b3 crorcs m 1913-44, Rs 101 crorcs m 1941-45 and Rs 129 
crorcs in 1^15-10, and these spurts occurred m spite of attempts 
to hold douii civil cxpcndiiuic Defence expenditure ( 
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eluding expenditure on capital account) doubled gradually 
from Rs. 50 crores in 1939-40 to Rs. 104 crores in 1941-42; 
in the next two years it mounted rapidly, reaching the peak 
of Rs. 458 crores in 1944-45 (a nine-fold increase over 1939-40) 
and then eased slightly to Rs. 391 crores in 1945-46 owing to 
the termination of hostilities in August 1945. 

These trends were the result of two main factors : (a) 
Japan’s entry into the war which resulted in defence ex- 
penditure, responsible for over three-fourths of the budget 
on revenue account, soaring to record levels and multiplied 
the burdens of the war, already heavy on a country v\dth no 
margin to spare even in peace-time ; and (^) the gathering 
momentum of inflationary pressures as the war progressed, 
which affected the entire economy and in particular the dis- 
tribution of the national income. 

Civil and war expenditure on India’s own account does 
not exhaust public expenditure in India during the war. 
There was the very considerable extra-budgetary war ex- 
penditure on behalf of the Allied Governments which was 
recoverable from the United Kingdom. This recoverable 
war expenditure amounted to Rs. 1,712 crores over the whole 
period and was very nearly equal to the budgeted expenditure 
on defence. It increased from Rs. 4 crores in 1939-40 to Rs. 53 
crores in 1940-41. In the two following years it jumped 
successively to Rs. 194 crores and Rs. 326 crores, but for the 
next two years it showed a relatively smaller increase, being 
Rs. 378 crores in 1943-44 and Rs. 411 crores in 1944-45, 
and then declined to Rs. 347 crores in 1945-46. After 1941-42 
defence expenditure on India’s own account outstripped the 
recoverable war expenditure, showing that hostilities with 
the Japanese resulted in a ver)'- considerable increase of the 
war burdens borne by India. 

The financing of the recoverable war expenditure was 
through an expansion of rupee currency against sterling assets 
that accumulated either because of this recoverable war 
expenditure or a favourable balance of trade. A part of these 
assets was utilised for the repayment and repatriation of our 
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Mcriing dcbl \%iucli consequently was reduced to a nommal 
Rs yt crores at tlic end of March 1913 as against Rs 4G5 
crorcs at the end of March 1939 Trom 1911-42 recoverable 
war expenditure and budgetary deficits increased rapidly; 
so did inflationar) pressures The total money supply, for 
example, increased fourfold from about Rs 500 crorcs in 
December 1039 to about Rs 2,000 crorcs m December 1945 
An earlier introduction of price control combined svith 
rationing would have mitigated the cficcts of infiation on the 
lower income groups, but wartime inflation was inevitable 
and represented the “forced saving*’ necessary to finance the 
war The total public expenditure, budgetary and extra- 
budgetary , was of the order of Rs 000 crores in 1942-43, 
Rs 700 rrorcs in 1943-14, Rs 900 crorcs in l9t4-45 and 
Rs 850 crorcs in 1945-tC as against Rs 85 crores m 1938-39- 
This giv cs a general idea of the phenomenal demand on India’s 
resources for tlic prosecution of the war and tlie consequent 
diminution of the national income left over for civilian con- 
sumption 

There were thus two problems facing fiscal policy (o) 
to bridge the budgetary gap and (^) to narrow the inflationary 
gap and mitigate infiationary pressures The two methods 
available arc taxation and public borrowing This leads us 
therefore to a consideration (a) of \\artimc revenues and in 
particular of tax polic) and (^) of borrowing and debt policy. 

With the increase m expenditure the budgetary’ gap 
widened Infiation, however, which pushed up prices also 
swelled monc> incomes and profits, though in a very m- 
cqunablc manner So vshilc increased prices made for, m 
part at least, larger expenditures botJi civil and defence, 
inctcawd incomes and profits brought m liighcr revenues 
than formcrlv 


Non-lax revenues touched unprecedented levels anti 
helped conuderabh to minimise the budgetary gip Ra,], 
wnvs and Povu and Telegraphs whicli m 1938-30 had con- 
tnhuied Rs U crorcs and Rs \ crorc respectively multiplied 
fhcwr contributions several limes, so that ‘n ' ^ 
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-at Rs. 38 crores and Rs. 9 crores, in 1944~45 at Rs, 32 crores 
.and Rs. 10 crores and in 1945-46 at Rs. 32 crores and Rs. 11 

■ crores. The profits of the mint and the surplus profits of the 
Reserve Bank surrendered to the Government rose rapidly 
.and continuously from Rs. I crore in 1938-39 to Rs. 10 crores 
in 1943-44, Rs. 13 crores in 1944-45 and Rs. 17 crores in 

1945- 46. The percentage of non-tax revenues to total revenue 
rose from about 10 per cent before the war to about 20 per 

.-cent in the years 1943-44 to 1945-46. 

The tightening up of the belt took place through taxation 
and everybody was expected to pay up and smile. The 
need for increased taxation was enhanced by the decline in 

• customs revenue from its pre-war place of importance when 
it accounted for 53 per cent of total tax revenue and 47 per 

■ cent of total revenue. This situation resulted from wartime 
restrictions on trading and towards the end of the war from 
transport bottlenecks and physical shortages abroad. In 
1942-43 customs revenue amounted to Rs. 25 crores as against 
Rs. 41 crores in 1938-39; but it rose thereafter to Rs. 40 
•crores in 1944-45 and Rs. 65 crores in 1945-46, accounting 
roughly for 15 per cent and 20 per cent respectively of the 
total tax revenues in these two years. Corporation and 
income-taxes were raised substantially ; for a time even the 

• exemption limit for income tax was reduced from Rs. 2,000 
to Rs. 1,500. But the most fruitful source of revenue, owing 

^:to the enormous growth in wartime profits following the 
inflationary rise in prices, and one most easily justified was the 
excess profits tax, first levied in 1940-41 at 50 per cent and 
from the following year at 66f per cent. Of the revenues ' 
Tinder corporation taxes about 70 percent for the year 1942-43 
and about 80 per cent for each of the three years 1943-44 to 

1946- 46 were from the excess profits tax levied on corpora- 
tions, On the other hand, of the collections under income 
taxes (other than corporation taxes) during 1942-43 the portion 
.a,ttributable to the excess profits tax was negligible but for the 
three years 1943-44 to 1945-46 it varied from 15 per cent to 
•25 per cent. The enormous increase under taxes on personal 
.^nd' business incomes is a distinctive feature of wartime 
■tax policy and they accounted for over 50 per cent of the total 
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tax rcNcnuc, reaching the peak of 08 per cent in 1944-45. 
In 1 9 15-lC c\ cn w ith the rise in customs revenue they accounted 
for as much as CO per cent 

Tlic other taxes which increased during the war were 
excises, on account of both the enhancement of cx.utmg 
rates on articles like motoi spirit, kerosene, sugar and matches 
and the imposition of duties on other articles such as tobacco, 
vegetable products, bcielnuts, coffee and tea Excise revenue 
rose from Rs 9 crorcs m 1938-39 to Rs 13 crorcs 1942-43; 
thereafter the increases were rapid to Rs 27 crorcs m 1943-44, 
Rs 38 crorcs in 1914-45 and Rs 47 crorcs in 1945-46 These 
taxes were favoured not onl> because they were revenue- 
producing but also as an anti-inflationary measure 

In spite of !ugh taxation on business and upper personal 
income brackets, the result of wartime polic) was to put a 
severe 'train on lower income groups, among whom perhaps 
the landless labourers and the middle class fixed income 
earners were the hardest hit Asa result of the war taxation 
would seem to have become more regressive than before— -a 
feature associated with severe inflations 

Notwithstanding the rapid increase of both tax and non- 
tax revenues the deficits were of a considerable magnitude- 
rising from 7 crorcs m I9l0 II to Rs 13 crorcs in 1941-42, 
then shooting up to Rs 112 crorcs in 1942-43 and Rs 190 
crorcs m 1913-44 In 1914-45 and 1945 iC the deficits de- 
clined to Rs IGl crorcs and Rs 115 crorcs respectively. 
These deficits along with the recoverable wair expenditure 
contributed to inflationar) gap In addition the favourable 
trade balances b\ increasing the sterling assets also led to 
an exhaustion of rupee currency When the possibilities, 
of taxation to figlit inflatioiiar) trends have been explored 
the other method xs borrowing ^ 

lludijct deficit! IS «tll IS rccovenblc war expenditure 
arsuraed cnormom proportions after 19(1-42 Rapid mfla- 
timi alui dales from tint scar But political ” 

not (icrtmt of a recourse to -s policy ofextensn c 
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till much after J!M-2-<i;5. Also the first years of war saw 
the repatriation and virtual extinction of sterling debt. At 
the end ol Alarch lOtfii there were Rs, 'IGy crores of sterling 
ol)ligations fjut.standing. By the end of March 1013 they had 
been reduced to Rs. ol erores and at the end of March 1946 
to Rs. crores. 'J his repatriation was financed partly’- by 
the issue of rupee counterparts, which meant an addition 
to rupee loans ouLstanding ; partly by nd hoc treasury bills 
and ways and means advances from the Reserve Bank 
which led to the phenomenal increase of this form of debt 
to Rs. 96.0 crores at the end of March 19J3 as against Rs. 46 
crores at the end of March 1939 : and to a limited extent 
from Goveniment's own balances. Over a third of the repa- 
triated debt was cancelled eitJier immediately on repatria- 
tion or a little later by the cancellation of rupee counterparts. 
By 19‘13-‘M sterling debt ceased to be a problem for India; 
Instead another problem of sterling assets was springing up 
:uid inflationary pressures were increasing ^vith the e.xpansion 
of rupee currency year after year. 

Rupee loans increased from Rs. 138 crores at the end 
of 1938-39 to Rs. 612 crores at the end of 1941-42. There- 
after the increase was rapid through Rs. 749 crores (March 
3 943), Rs. 1,067 crores (March 1944) and Rs. 1,212 crores 
(March 1945) to Rs. 1,489 crores (March 1946). In the last 
Iwo y’cars, the effective rates of interest were successfully'^ reduc- 
ed to lower and lower levels. It might be said that World 
War II was fought by India on a 3 per cent basis. Another 
item of borrowings that showed a decline in the earlier y'ears 
of war was small savings. At the end of March 1 939 they' stood 
at Rs. 142 crores, at the end of March 1943 at Rs. 93 crores. 
But in the next three y'ears they rose rapidly' to Rs. 119 crores 
(March 1944), Rs. 159 crores (March 1945) and Rs. 220 
erores (March 1946). The total borrowing was far in excess 
of the budgetary deficits and was increasingly resorted to as 
an anti-inflationary measure, specially in the three y'ea' s 
1943-44 to 1945-46. This resulted in a piling up of Govern- 
ment balances at the Reserve Bank which rose from about 
Rs. 17 crores in March 1938 to Rs. 84 crores in March 1944, 
Rs. 269 crores in March 1945 and Rs. 527 crores in March 
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19(0. These balances were sivcllcd in part by various com- 
puhor)' deposits under the excess profits tax and the income- 
tax and a)llcciions under the “pay-as-you-carn* scheme, 
all of xvhicli were in the nature of compulsory borrowing 
to drain off surplus purchasingpower and relieve inflationary 
pressure. 


The total debt of the Central Government rose very 
slightly in the four years 1939-iOto 1942-13 — from Rs. 1,20C 
crorcs in March 1939 to Rs. I,3G3crorcs in March 1943, and 
very rapidly in the next three years- — to Rs. 1,533 crorts in 
MareblOU, Rs. 1,8G0 crorcs in Match 1945 and Rs. 2,230 
crorcs in March 19(0. At the end of 1940-40 two-thirds 
of the total debt was in nipce loans and a tenth in the 
fijrm of small savings. Treasury bills outstanding were at 
Rs. 87 crorcs. 

The war period, then, was one of inflationary finance 
caused by a phenomenal increase in war expenditure. With 
the cessation of hostilities this expenditure was expected to 
drop by Rs, 500 crorcs. The onset of deflationary tendencies 
was feared ; and the tax policy svas directed to granting 
concessions to lo>vcr income groups and specially to industry 
by the abolition of the excess profits tax and the reduction 
in corporation taxes. Kut inflationary forces have proved 
both strong and perristent. The budget for the current year 
has therefore been framed to hold these forces in check, although 
the ]>ossibility of a recession later in the year is not ruled out- 
llcnrc a haziness profits tax, a modified form of the excess 
profits tax, has been introduced, corporation taxes have been 
.increased and a tax on capital gains is contemplated. 
Social justice lias also been explicitly made an objective of 
budc’ctars' poHc)'. I'o this end the income tax exemption 
limit hasWen raised from Rs, 2,000 to Rs. 2,500 and the salt 
*t.ax has been alwlishcd ; at the same lime income taxes have 
been steepened so that imvimum rates apply to higher income 
brarkets at a loucr lc\cl than previously. 
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India’s fiscal and monetary problems for the next few 
years are inevitably linked to larger economic and extra-econo- 
mic issues, and lienee the contribution of the present budget- 
ary policy to a solution of those problems is, because of 
prevalent conditions, severely restricted. 


I)r. P. j. J. Pinto, Af.A.. LL.B., Ph.D., is a Research Officer in 
the Research Departraent of the Reserve Bank of India. At present he is 
working leith the Internationa} Afonctary Fund in its Research Section, 
his set vices having been loaned to that organisation by the Reserve Bank of 
Indio. 
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THE PEOPLE’S RAILWAYS 

By 

J, E, Castellino 

Over 10,000 miles of vital communications— maintained 
by us : over 800 crorcs of rupees— invested by us ; over 

002.000 men— scr\’ing with us ; over 40 crores of rupees — 
spent by us on purchases of stores ; ov'cr 7,000 stations — man- 
ned by us; over 8,900 locomotives, 17,000 carriages and 

229.000 wagons— run by us— these constitute our railways. 
Do we realise the tremendous implications ©f these figures ? 

There is another way of looking at this matter. The lus- 
cious licbcs of Darjeeling tilUatc the appetite of people in 
hornbay ; tlic gorgeous grapes of Quetta satisfy the thirst 
of Madras ; the subtle silks of Dacca intrigue the licarts of 
Mayfair damsels ; the brilliant brasswarcs of Moradabad 
adorn tlic mantlcpicccs of the tvorld ; tiic vitalising wheat of 
the Punjab builds soldiers in all provinces ; the cheap cloth 
from Bombay covers the bodies of Indians millions ; the 
"black diamonds” from Bengal keep our industries in steam 
throughout tlic countrj' — all and only because ofour railways. 

India is now on threshold of greatness. Politically, 
the people arc coming into their inheritance; sociaIly,‘there is 
an inspiring awakening and a demand for better living ; eco- 
nomically, industrialisation and sclf-sullicicncy arc the objec- 
ii\«. None of these ideals can be realised uffhout an efii- 
cirni ralhi.’ay system. The services which rai/waj^s can render 
in annihilating distances, in preventing fim'mes, in facilitat- 
ing commerce, in fostering industnes, in eradicating soaal 
prejudices, in assisting the adminhuadoa of govenmicnt 
— tlicsc jcrviccs arc incalcu/aWe in tbdr moni. 

Tribute must thereforefaepaidtotaewide sisioa 
rugged faith, the infinite pcucace ard dogged 
of ihc men t»ho boldly rrveu 
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ously carved tunnels out of hills, in order to link up the vastly 
separated areas in this huge sub-continent. Originally, when 
the introduction into India of the newly developed form of 
transport was discussed, tlic wisdom of the idea w’as seriously 
in doubt, Iticrtia is one of the most potent enemies of pro- 
gress, and the traditional manner of transport had the sanction 
of usage and the authority of safety. It was feared that the 
“Iron Horse” would not attract the stolid old-fashioned 
villager. 

There is peace in the picture of a farmer ploughing 
homeward his weary ^vay. There is poetry in the swaying 
of the years of coin, ripening in the sun. There is music in 
the (inkle of the bells round the bullock and in the creak of 
lire cart winding leisurely along the dusty road. There is 
romance in the flowing sails of a craft, lazily drifting down the 
river. There is beauty in lire flight of a sea-gull, pictures quely 
progressing in the air. There is majesty in the elephant, 
splendour in the horse, colour in the palanquin. That was 
yc.stcrday, the day of unending leisure ^\•llcn the tempo of life 
was slorv, sedate and stately. The needs of today can only 
he met by fast and cfiicicnt transport. 

There can be little doubt that our raihvays are catering 
adequately for the wants of the people. Year in, year out, 
over the 40,000 miles of railway lines, over a million tons of 
goods are transported. Last year 924 millions found pleasure 
in aniiihilating distances and i-encwing contacts by travelling 
on Indian railways. At 7,198 stations which dot the country, 
protection from the scorching heat of the tropical sun and 
shelter from the torrential monsoon is provided : in fact, 
a raihvay station in this country is a centre of social and 
economic activity. Round it, shops grow ; close to it, factories 
spring up and godowns arc planted. Main roads originate 
or terminate at the stations; buses and lorries start from it. 
The village children gather around to watch, with fascination, 
the incoming and outgoing trains. How they would like to 
wave the green fla.g and blow the engine whistle ! Truly, 
a railway station is the hub of village activity, and the railway 
official has an enviable role to play in the life of the country- 
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lUit Ills importance arises not only as an employee of the 
Stale. Along n'ith the rest of liis countr>'men, he is shareholder 
in tlic vast property. He has invested, in partnership with 
his fellow beings, a sum of Rs. 800 crorcs in building, equipping 
and running this transport system. It is tlic largest industrial 
enterprise of tlic nation, ovcrsliadowing completely all capital 
investment in all the basic industries in the country’. Its 
success — or f.ulurc — is a matter of consequence to liim. And 
the mc.asiirc of lii.s cfTicicncy and his interest in tliiscommunily- 
oxMicd and publicly-managed enterprise is a token of his 
a{)prcciat»on ofliis own self-interest, and of his desire to help his 
counfrynicrt. One in every -100 persons in India is a railway- 
man', one in every lOtl of India’s lOO millions looks to the 
railways for his living. 


Many important considerations proceed from the fact 
that the railways of India represent such a large capital in- 
vestment and arc ossned ami managed by the people. The 
trau'ifer of control from the Secretariat to the Legislature led 
to a gradual re-orientation of policy on various matters, 
notably in respect to Indianisation of tlic service, purchase of 
Indian stores, and hrijrand protection to indigenous industries. 
A resolution, adopted in 1015, to the cficct that patronage 
of Indian industries would be accorded in the purcitasc of 
matcri.iU for the various departments of Government was 
fl.iirncd t<» h.i\c been honoured more in its breach than in its 
observance. Outrages! public opinion and progressive in- 
sUisirialis.-itiou, combined witli the difRcuhics of procuring 
supplies during tlic Great War, brought fulfilment of the 
pious wish, and the Indian Stores Department was created to 
nuiounli'c purchases and to encourage domestic production. 
1 urthcr in IbJo, xhc Government of India expreued by a 
Rc<ohxtinu their intcniinn of encouraging the development 
of indintrics lu die utmost possible extent, conshicnt with 
economy and cfriciency. An order of preferen'-e has been 
prrunbed and even a little price-discrimination is allowed. 
Articles prtyUiccd wholly in India arc to receive fust pre- 
Irrrnrr; next m order come goods partly manufactured in 
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XJicic is no doubt that Railways exercise a very important 
influence on the economy of the country. Qiaite a few of the 
largest industries arc solely dependent on our railways foi 
their prosperity; in some eases, their very existence is linked 
with railwa)’s. llic iron and steel industry obtains sustenance 
in two ways: a large pait of the plant is devoted to the manu- 
iactiirc ol permanent way materials and structural steel 
required by our raihvays, and almost every ton of its products 
moves at specially quoted freight rates. What is the position 
in respect of coal ? There is no country in the world which 
carries a maund of coal for 500 miles at the infinitesimal charge 
of '18 pics ! And of all the coal mined in this country, more 
than 50 per cent is consumed by railways! But for the direct 
assistance rendered by railways in the shape of concessional 
freight rates, the development of sugar, glass, paper, cement 
and the heavy chemical industries would never have taken 
place; today, each of them is flourishing, and in addition to 
helping in the alleviation of the pressure on land, is a token 
of India’s industrial strength and economic stability. 

In this context, the demand for a full exereise of control 
by the Legislature acquires a new meaning. The railways 
arc a powerful instrument which can be used to further any 
set policy. In the chain of production, distribution and ex- 
change, transport provides an essential link. Raw materials 
to factories, finished products to shops, workers to their em- 
ployment, executives to their meetings, children to their 
schools, all the world to their homes, their playing-fields and 
recreational parks, their places of worship and pilgrimage, 
tlieir centres of study and culture: these form the functions of 
the railways. To this purpose, the railways are pledged. After 
all, they belong to the people of India. They are manned 
almost wholly by Indian personnel. And their policy is 
shaped by the representatives of the country. 

For transport, there are many symbols of progress. There 
is speed — for faster tempo of life; there is availability ^for 
prompter response to varying needs; there is power for greater 
capacity; there is economy — forcheaper satisfactionof demands, 
there is safety — for freedom from fear ; there is profit for 
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social gam; and there is service — for better living To the 
people’s railways, these symbols represent both a fulfilment 
and a challenge ’ 

Do the people of India want freedom of association ^ 
Arc they desirous of freedom from restraint ^ Is there need 
for freedom of trade ^ And do they long for freedom from the 
shackles of time and space ^ All these freedoms arc provided 
by railways — our railways, built with the toil, sweat and tears 
of the sons of the soil, equipped out of the hard-earned sa\ mgs 
of our people, maintained and serviced by men steeped in 
Indian traditions, representing *‘a senes of public monuments 
vastly surpassing in real grandeur the aquaducts of Rome, 
the pyramids of Egypt, the great wall of China, the temples, 
palaces and mausoleums of the Great Moguls, monuments 
not merely of intelligence and power but of utility and bene- 
ficence”, belonging solely to the peoples of India • 


Mr J £ CasidUno, B A ^ D Sc , {Eton Lend ), holds the post of 
Special Rates Officer xn the B B & C I Rathtay He uas for a tme 
on the staff of the Railuqy Board, Kew Delhi 



THE SYSTEM OF COTTON FUTURES 

IN INDIil 

By 


H. L. Dholakia 

1 

lull oducf ion — At a conforciicc called by the Government 
of Bombay in February of tlic various interests con- 

nected wilii the cotton trade in India it -was unanimously 
decided (hat the then existing system of cotton futures in 
Bomba)' should be so tnodifted and altered as to meet the 
exigencies of the total \var and that the new system should be 
so devised as to facilitate the smooth functioning of all the 
channels for the duration of the war. A sub-committee 
representing all the sections of the trade was then appointed 
for this purpose. Tlie conference and (he committee agreed 
that “the new .s)'stem which might be devised should take 
cognisance of the ]irc\'ailing war situation and therefore such 
a .S)Stem must remain in force only for the period of the ^ear 
and sometime thereafter, after which the trade should be 
invited to revise (he st'stem under the conditions then prevail- 
ing.”’ After considering all the j^oints. the revised scheme of 
a single hedge contract commonly called “the Indian Cotton 
Contract” or better Jenown in the business parlance as “the 
Jarilla Contract” was finally adopted b)' the trade in the 
middle of July 1912. 

No^v the war is over. A fairly reasonable time thereafter 
has also lapsed. Hence, the pledge of revising the system of 
cotton futures is due to be executed by the authorities con- 
cerned. No doubt, the cotton grower, the trader and the 
manufacturer would not like now to put up tvith the \rar-time 
measure and continue to carry on tvitli the existing system, 
^Vhat they ^vouid welcome is a sound scheme of futures de- 
signed to meet their normal requirements. Tims the issue 

1 Report of the Hedge Contract Sub-Committee of the E.I.C..-\. — Mm*- 
1P42. 
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■Nvilh which the various cotton intcr^ts in India arc confronted 
at present is the thorny question of devising a thoroughly 
comprehensive and most scientific system of cotton futures for 
all tlic principal varieties of Indian cotton. Though it is an 
embarrassing problem, it must be borne in mind that the new 
structure of the system should be so constructed as to neither 
jeopardise the interests of the buyer and the manufacturer nor 
those of the seller and the grower of our cotton. In order to 
be able to arrive at a correct and concrete solution on these 
lines it is necessary for us to get first of alia bird’s eye-view of 
the system as it has existed so long. 

II 

System of Seven Contracts — During the period of the 
AVorld \\'’ar No. I and for sometime thereafter there were a 
fairly large number of hedge contracts representing various 
principal varieties of cotton produced in India. These con- 
tracts were availed of for speculating in cotton .or for effecting 
delivery by merchants wltcncvcr it was advantageous to 
do so. The ihcoiy of futures that a hedge contract is essential- 
ly an instrument of insurance and sliould be so worked as to 
discourage the acquisitionor disposal of the commodity through 
its medium was not acknowledged in practice. The result 
^vas a total misapprehension and misgivings about tliis system. 
The general chaos in the futures market for Indian cotton was 
thcoidcrof the day. The word “licdgc” used in this connec- 
tion \vas rather a misleading term. Failure to obscr\’c the 
fundamental principle of “Iicdgc” contract encouraged manip- 
to tunn it into a contract. The resultant dis- 

location of the futures market tended to affect adversely the 
best and long-lasting interests of all concerned. The year 
1017, when the Indian cotton futures market was involved in 
a crisis, may be cited as a ease in point. Injunc 1918, under 
the Defence of India rules, the Cotton Contracts Control 
Committee was aj)pointcd by the Government of India to 
control the cotton trade in Bombay. This Committee recognised 
five contracts for the purpose of trading in five prin- 
cip.rl varieties grown in India. These contracts were (1)' 
Fully Good Machine-ginned Bcngals for 25th January dc- 
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livery, (2) Fully Good Machine-ginned Khandesli for 25tli 
January delivery, (3) Fine Khamgaon Akola fair staple for 
25th January delivery, (4) Fine or Good Machine-ginned 
Broach for 25th April delivery, and (5) Good Machine-ginned 
Westerns for 25th May delivery. But as the committee was 
constituted as a temporary measure, the control of dealings 
in cotton later on passed into the hands of the Bombay Cotton 
Contracts Board’. The Board followed in the beginning the 
rules previously laid down in connection with hedge contracts 
and a little later, went a step further by making the addition 
of two more contracts ; viz., the Punjab- American and 
Oomras. This brought the number of contracts to seven. 
Certain omissions and modifications were also cariied out 
by the Board with changes in names and basis as under : (1) 
F. G. Bengals, (2) F. G. Broach, (3) Fine Oomra, (4) F. G. 
Oomra, (5) Good Southerns, (6) Punjab- American and (7) 
F. G. Khandesh. It may be observed that in absence of any 
clear conception of the theory of hedging and of the recognition 
and acceptance in practice of the fact that a hedge contract 
should be sufficiently balanced to afford an equal measure of 
protection and opportunity to both the buyer and the seller, 
these contracts were wrongly regarded as hedge contracts. 
In fact, they were no better than the usual delivery contracts 
of today. 


Ill 

System of Five Contracts — The Cotton Contracts Board 
as a central body controlled the trade for more than three 
years from January 1919 to May 1922. Then it handed 
over the charge to the newly constituted central body known 
as the “East India Cotton Association” under the Act of 1922.^ 
This Association realised the futility of a large number of con- 
tracts for trading in Indian cotton and according to theii 
own conception tried to reduce the number to a convenient 
and practicable number. The seven contracts were^ amalga- 
mated into five by incorporating the Punjab-Amcrican into 
Broach hedge contract and dropping altogether the Khandesh 


1 The Bombay Cotton Contracts Control (War Provision) Act 1919. 

2 The Bombay Colton Contracts Act No. XIV of 1922. 
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contract Certain other innovations were also earned out^ 
e g , cNtcnding the periods of deliver) and allowing the grades 
above and below to be tendered with probable “ons” and 
“ofis” for respective classes Furthermore, standards were 
prescribed for both grade and staple, though there was no 
supuhtion for better staple length The five permissible 
contracts were (1) F G M G Bengal, (2) F G M G. 
Broach, (3) Fine M G Oomra (4) F G M G Oomra, and 
(5) Good M G Southerns So far as the cotton speculator 
was concerned, the Broach contract proved greatly suc- 
cessful But the interests of the cotton trade and industry 
began to suffer, because the Broach contract had to bear the 
three-fold burden of the crop, the hedging and speculation. 
In course of time, the genuine seller and the buyer, or to be 
more exact the grov\cr and the spinner, began to feel the pinch 
of the defective technique of the system of hedging A note 
of caution was sounded by persons wliose interests were at 
stake Sometimes a huge cry for reforming the individual 
contract and for tlie revision of the entire system was raised 
from a number of quarters 

TIic chief among those who believed themselves to 
be the aggrieved parties was the Bombay Millowners’ As- 
sociation Not feeling satisfied with the merger of seven 
contracts into five, tiicy demanded a further reduction in the 
number of Iicdgc contracts to three In order to give a practi- 
cal turn to what was wanted b> them, they adumbrated 
another scheme m 1921 They suggested that the F G M G 
Bengal contract should be retained, but the present 
F G M G Broach and the good AI G Southerns contracts 
should be amalgamated into one The staple besides must be 
spcciallv determined for each growth and no cotton below 
(•jS’ staple should be tcndcrablc under this contract The 
Moglai cotton coming from the Kizam’s Stale should be 
included m the amalgamated contract, provided it was not 
below 0/8' in staple Xo cotton under “Good” be made 
tcndcrablc against the same It was also said that the present 
Fine and F G Oomra contracts sliould be amalgamated into 
one, provided tint onl> FuHv Good to fine Cottons be tender- 
able from the beginning of the year until the end of Mav and 
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after that time only Good to Fully Good should be allowed to 
be so tendered. Cotton known as Gaorani cotton from the 
Nizam’s State be made tenderable against the same. Staple 
was to be not less than • The scheme, however, did not 
meet with the approval of the cotton trade, for, one section 
termed it as a bearish plan while the other discarded it as 
the most inconsistent and incomprehensive notion. It was, 
perhaps rightly, turned down by the East India Cotton 
Association in search for a better planned and we 11- conceived 
system for Indian cotton. 

A year later in 1925, another scheme was brought to the 
notice of the E. I. C. A. for their consideration and approval. 
This was the proposal put forward by Forbes Forbes Campbell 
& Co., Ltd. The adoption of the following four contracts for 
the purpose of hedging in Indian cotton was advocated in 
the scheme: (1) F. G. M. G. Bengal was to be as at present, 
(2) F. G. M. G. Broach was to be retained as at present with 
option of tendering Fine C- P. No. 1, Tinnevellies, Karun- 
gannis and Cambodia, Delivery months; March-April, 
June and August. (3) Fine Oomra should be as at present 
with the addition of all stations of F. G. Oomra contract and 
Jalna and with the option of tendering any cotton tenderable 
against the'Broach contract. Under it cotton tendered from 
January to May if awarded more than half a class off Fine 
was to be rejected. Cotton tendered from July to September 
if awarded more than full class off Fine was to be similarly 
made unacceptable, (4) Good M. G. Southerns was to be as at 
present but with the option of tendering any cotton tenderable 
against Navsari, Surat, Rajpipla and Punjab-American 
standards. Delivery months were to be May, July, August 
and September. The E. I. G. A. could not find anything 
worth noting in this proposal as the plan had nothing tangible 
to offer except the half-hearted attempt at further amalgama- 
tion of contracts. It did not consider whether it would be 
advisable to include the growth of one contract into the other 
and still to run the market without being unduly hampered 
or disturbed. Moreover, like the Nlillowners Scheme, this 
did not take into account the basic point of futures that a hedge 
. contract should represent a fairly close relation to the actual 
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values of cotton If contracts were to be amalgamated in the 
manner suggested above, it would mean a suicidal step with 
the result that contracts might be totally neglected by the- 
trade or thc> might remain permanently depressed Hence, 
the trade m general sliowcd its reluctance to adopt this plan 

Then in in28, late I I Alashruwalla advanced the fol- 
low ing plan of four contracts for the betterment of the system : 
(1) r G M G Bengal to be retained as it is, (2) r G MG. 
Broach should include Nizamabad and Warangal, White 
Northern and C P (including Harda and Bhopal) half^grade 
off onI> Delivery months to be March/Apnl, Alay, June/ 
July, August and September Staple to be not less than 
4 *' If cotton of more than Rs 100 per candy is tendered, 
the buyer shall get from the seller a penalty of-^ of all “ons’’ 
over Rs 100 for taking up very high cotton, (3) Fine M G 
Oomra should include Khandesh, Moglai (Hyderabad North 
of Latur and Karkali Oomra) and Mathia with half a class 
“off” from November to Juncandfrom July to October up to 
full grade “off” Cotton more than 1^ grade “off’* or“on” if 
tendered wall be subject to a penalty of Rs 25 per candy to 
buyers from sellers, (1) r G M G Southerns should include 
Dliolhra, Kadi*Viramgaum, Kalagin, Cutch, Nanded and 
Latur, and Ujjain Months of delivery were to be February/ 
March, April, ^lav/Junc, July/Aiigust and Scptcmbcr/Oc- 
tober (either single or double, though double would be 
preferable) Staple was to be 2" and I" Tenders under 
2' were to be rejected but tenders above 1^* might be reject- 
ed or a pcnaltv of Rs 25 per candy might be claimed by 
the buyer This scheme too failed to satisfy the aspirations 
of the cotton trade and the RICA had to reject it The 
scheme vms found lackinginforcsiglii since it did not take into 
account one of the mam principles of a hedge contract that 
there <hould be adequate safeguards to protect ihc market 
against mampulalions, cspcciallv against the bear speculative 
raids Had recognition been given to this sclicmc, it would 
have encouraged and accentuated the most undesirable ty pe 
of manipulation onthemarket Takingall the tlircc schemes 
from 1^21 to 1‘>2S, \>c find that none of them v\as adoptable 
In tlic trade It wouM not be an cvaggcraiion if it is said 
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that by the acceptance of any one of these plans, our cotton 
would have been the cheapest commodity available both in 
India and in the world and the party receiving the blow would 
Iiave been the Indian farmer. 


IV 

System of Three Contracts — The rejection of the above 
schemes did not, however, solve the main problem of 
,the cotton trade. This problem was the devising of a sound 
Iicdge contract system for Indian cotton. Though some- 
times a slight and at others furious agitation was in evidence 
against the defective technique of the hedge contract in 
Bombay, the Indian cotton world had to put up with the 
situation as it was in absence of any better device. Only in 
1930, at the instance of the trade, the Government of Bombay 
appointed a committee to make recommendations for the 
Betterment of the cotton trade after consulting the various 
interests. The committee proposed inter alia to retain the 
Broach contract as it was with the addition of the Kumpta 
and Upland growths of the Dharwar district and to leave 
ihe existing two contracts in Tine Oomra and Bengal untouch- 
■«d,’ This proposal failed to put an end to the ailment of the 
trade since no real adjustments were to be made in the then 
-existing contracts. On the other hand, of the five hedge 
contracts, the last two contracts had not been popular in 
Bombay. In fact although there have been five contracts, 
trading used to take place only in the first three and the last 
two were virtually dead because they were neither active nor 
-quoted upon. The popular contracts were therefore only 
three in number. They were Broach, Oomra and Bengal. 
The concentration of trading under them was respectively 
75 to 80%, 12 to 15% and 4 to 6%. But the trade wanted 
5 ome permanent solution of their troubles. Hence, the 
JS.I.G.A., at last constituted a hedge contract sub-committee 
of its own in 1935 to examine the system and suggest improve- 
jments in the framing of the revised hedge contracts. Their 
recommendations were as under : (1) The basis of F. G. 
Bengal hedge contract should be changed from “F. G. U. P.” 


1 Report of the Wiles Committee, 1931, p. 7. 
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to‘T G Punjab” and the months of delivery for this contract 
should be December, January, Pebruary, March, April, 
May, June, July, August and September, (2) Punjab- 
Amcrican and san-gmned Dlianvar cottons be excluded 
from the Broach hedge contract White Upland cotton be 
excluded from Southerns hedge contract and included in 
tlic Broacli, subject to the stipulation that the staple of such 
cotton to be made tcndcrabic shaU not be less than n 
length C P No. 1 should not be included in the Broach 
variety Surat, Na\sari and Rajpipla cotton might be made 
tcndcrabic througliout all months of delivery The months 
of dchvcrj for Broach contract be prescribed as April, May, 
June, July, August and September, (3) In thcTine Oomra 
contract, C P No 1, C I cotton grown m Khandwa, 
Sancivad and Banvaha and such otlicr places as the Board 
may determine should be made tcndcrabic The staple 
length of the cotton tcndcrabic against tins contract be pres- 
cribed at m order to prc\cnt the spread of Garrow 
Hill seed m the Oomra crop, (4) The existing Southerns 
contract be scrapped and that m its place a nciv staple contract 
to be styled “Coomptah contract’* should be evolved Against 
this, cotton with a staple of not less than J" m length should 
be made tcndcrabic with Coomptahs of not less thin I" 
staple as the basis No Upland cotton from any station 
should be made tcndcrabic against tins new contract, nor 
Tinnevclhcs, Bijapur, and BagaJKotc be included m it The 
months of delivery for this be prescribed as May, June, July, 
August and September Somehow or other, these rccommcn- 
dnions were not given a trial by the trade Tlicir considera- 
tion was postponed and in the meantime Messrs Kislian 
Prasad and J Voncsch were asked m 193G to reporton the 
proposed alteration of tlic contracts Thc> submitted that the 
following hedge contracts be substituted for the then existing 
ones . (1) r G MG Bengal contract with F. G Punjab as 
basis Matlua box to be raised by one class Trading months 
to be December/January, March, May, July and September 
(J) Fine M G Oomra contract willi Fine Berars as basis 
Klnndcsli, Moglais and Broacli should be included m it. 
Triding months were to be as in contract (i) with rejection 
clause to l>c for Julv to September delivery one class off, (3) 
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F. G. Broach contract, with F. G. Punjab-American as basis. 
T. he descriptions tcndcrablc should be all Surati with 
Dliollcras -J", ICadi-Viramgaum f", Kalajin Sind-Punjab- 
Amcrican IF , Coomptahs Western and Northern 
Farm Cambodia J", Korimganni I", Malwa I", Ve- 
rum I", Ordinary Western Bijapur-Bagalkot Miraj 
y and Tinncvcllics . Standards should be prepared for 
F. G. Malwa, Verum and Western and Northern Farm. 
Trading months, should be the same as for contract Numbers 
(1) and (2). Nothing below one class off should be allowed 
to be tendered. The report prepared by these outstanding 
personalities of the cotton trade deserved high consideration. 
Their recommendations were really immune from general 
misgivings and unwanted criticism. Their suggestions were 
quite practical and beyond theoretical short- comings. One 
fails to understand why this report was not implemented. 
In 1938, it was unanimously recognised by the E, I. C, A.’ 
tliat“thc question of the existing hedge contracts require 
adjustments.” 

A year later in 1939, the Universal Standards Sub- 
committee also made general recommendations for the ad hoc 
revision of the hedge contracts, particularly in regard to the 
staple lengths to be prescribed for each contract. But the . 
year 1939-40 as we all know today ^vas the year of abnormal ^ 
times due to the last war. The Board nevertheless tried 
to give due consideration to the question of the revision of. 
contracts by appointing another sub-committee in 1939-40 
to submit their proposals in due course. At the same time 
the E. I, G. A. gave expression to the view that “it is not 
possible to frame one contract which can carry the whole 
burden of the Indian cotton crop.^ After fully considering 
all the phases of the question and weighing all. the probable 
pros and cons, the present writer came to the conclusion in 
1942 that “if the system of hedge contracts is to discharge its 
functions properly the existing hedge .contracts in Bombay 
should be reconstructed. The revision of the present system 


1 18th Annual Report of the E. I. C. A. for the year 1938-39. 

2 19th Annual Report of the E. I, G. A. for the year J939-4U. 
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\n:U In\c to be thorough m all its aspects Three hedge 
contracts covering all the mam varieties of Indian cotton as 
suggested b> us were (1) P G Bengal contract with the 
addition of K^thl'lwar-^iuthI’l cotton Basis for hluthia 
should be Tine The seller should be given the option of 
delivery at Karachi Months of delivery should be single 
as December, January, March, May and July, (2) V G 
Broach contract, with the amalgamation of Soutlicrns except 
the Surat, Navsan, Cambodia and Kurunganm should be 
retained as it is, provided no cotton below staple is made 
tcndcrablc Delivery sfiould be in single months as March, 
May, Jul> and August (3) Fine Oomra contract should 
include Khandwa-Burhanpur and Khandesh cotton Delivery 
months should be single as December, January , Alarch, Ma> 
and July On account of the war tins scheme could not 
receive or command the required attention of the parties 
concerned 

V 

S^sUm of One Contract — Meanwhile m July 1D42 the- 
trade adopted a new system for the duration of the war 
Tins was the system of a single hedge contract covering: 
the staple varieties of Indian cotton As referred to above 
it is known as “the Indian Cotton Contract” Since I5th July 
1942 It IS in vogue in Bombay Let us reproduce here thiy 
contract The basis of the contract is Fine Janlla, staple 
as per standards prepared from Janlla cotton grown m 
Khandesh district Cotton is tcndcrablc up to two classes 
“on” and one class "ofT”for gradcand up to {'’staple “On*^ 
and “off ’ values will be given Ibr grade but for staple only 
“on” values vmII be awarded Other restrictions imposed oa 
tenders of premium as well as discount varieties of cotton 
against the contract arc that tenders of premium cotton should 
fetch less than the pnmium fixed for that particular 

varicl> as well as staple Similarlj tenders of discount cotton 
should fetch 182% more discount for vanetj difference as 
w ell as for staple How cv cr, the basic cotton is excluded front 
this restriction 

1 Future* Trad ng and Futures Xtarlew «n Cotton— H L. Dholalja, 

ru 147 
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In otlici styles, class clifTcrcncc awarded, in arbitration 
is not to be talccn into account when calculating this handi- 
cap of 18.^ %. The descriptions tcndcrablc arc ; (1) Jarilla— 
basis— (including Verum, Cambodia, Upland, Gaorani 6 
and cottons grovni in Khandesh, Berar, Ui:?am Hyderabad, 
C.P., Central India, Gwalior and certain Rajputana States,) 
(2) Broach, Surti (including Navsari) and Rajpipla cottons 
grown in Gujarat, (3) Punjab and Sind-American styles, 
roller as well as saw-ginned, from the Punjab and Sind, 
(I) Dhollcras and Kalagin cottons grown in Kathiawar, 
(13) Cutch cotton grown in the Cutch State. (6) Western, 
Coompta, Upland, Bagalkot, Bijapur and Miraj cottons 
grown in the Southern areas. Standards are prepared and 
maintained separately for class and staple for the following : 

(a) Jarilla — basis — from Jarilla cotton grown in Khandesh 
District (Verum, Cambodia, Ujiland and Gaorani 6 cottons 
from Jarilla districts to be surveyed against this standard), 

(b) Broach, (c) Surati (including Navsari), (d) Rajpipla, (e) 4F, 

LSS, and 2891?' both Punjab and Sind styles and N. T. roller 
as well as saw-ginned, (f) Dhollcras, (g) Kalagin, (h) Cutch, 
(i) Upland (Southerns), (j) Coompta (Jowari and Jaywant), 
Jv) Wcstei'n, (1) Bagalkot, (m) Bijapur, and (n) Miraj. The 
following boxes aic prepared for all these varieties : Extra 
Superfine, Superfine, Fine (basis), Fully Good and Good 
to Fully Good (i.c., half a class “off” Fully Good). Standards 
laid down for staple lengths are : IT and It 

may be noted in this connection that cotton below the stand- 
ard “Fully Good” and f" staple length is liable to rejection. 
Months of delivery are all odd and alternate, beginning 
wdth January and lasting up to September i.e., January, 
March, May, July and September. Crop of the current 
season alone is tenderable. An exception, however, is made 
in the case of the January delivery in which case “Southerns” 
of the previous season are tenderable. 

VI 

t Future of the Indian Cotton Contract Syst?n — While the 
Indian cotton contract embodies in it a large number of good 
points like better basic grade, definite basic staple length, 
more delivery positions, etc., it is not free from certain loop- 
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holes and pitfalls, somcof which arcintrinsicallvdcrcctuc basic 
staple length and faultysystcm of fixation of differences Apart 
from llic question of merits andjdcfccts of the I C C 'takinc^ 
tlve syctcni as a whole one /inds tliat it is su/Tcring from tin 
lack of comprehensiveness and unifonnitv The Jaiilla 
contract covers at the most about 3 million bales of cotton 
and provides for edging facilities only to the staple varieties 
produced in our country. The result of its working is that 
the lest of the descriptions cultivated in Indiaarc neglected 
since the svslcm docs not make any efibrt of providing a 
licdging facililj about them. The cultivator- ind consumei - 
of these growtlis sufTcr in consequence llie alternative 
before the growers and consumers of tliosc stvlcsuhicli do not 
find a place in the cvisting system is either to give up the 
production and consumption or face the speculative situation 
On account of the geographical factors and commcncal 
considerations it is ratlicr diHieuh, if not impossible, to dis- 
continue the production and consumption of the uncoveied 
■varieties Instead of cxpccling (he producer to suitcli over 
to tlic production of better varieties of cotton and tlic consumci 
to resort to substitutes, it is much more desirable and practic- 
able to reorganise the system and make a definite piovision 
m it to covci up and include all the principal ^ai ictus of Indian 
cotton. 

Again, on an average India used to pn^duci’ anuuallv 
a to t) million bales of cotton right up to I'UJ Sunt then 
the annual production has cone down to about J Ui million 
bales, or thc'c roughiv about 3 miiliou bales arc tovered 
by the I . G. C. Hut the question is w hat ab )ut the remaining 
1 to 2 million bales ’ Should ilicv be rep.ird'*il i, * Orphans ** 
Tvon the so-called “orphan’ cotton tan nnw h i,>t to find the 
loit outlets in foreign markets In fail om 'Imnld not b'' 
suipri-ccl ifin the near ftittirc one finds the nvival in the 
jiroduction and t onsumptioii of those sivlcs In tlicsc <ii- 
cumstances. it becomes imperative to ovci/nul t/ic existing 
svstem hv taking cognis.ancc of the rest of the dcscrqitions 
vihicli ate and v\hich will be produced in tin’s rmintr^' Wiib 

I l IT a a-tai’nJ Hu refer lo •IIm- ctntrj'-t An- ft J -n 

O-'i -V— If I I)«. PHI 
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.'I vic^v to making tlic system comprehensive and thoroughly 
scientific .scheme it is not only essential and desirable but also 
in the interest of the trade in general that there should be a 
sy.stcm of two futincs contracts in Jlombay and one in Karachi. 
They may be styled as (1) staple contract and (2) non-staple 
contract for Bombay and (3) Sind-Punjab Deshi contrao 
for Karachi. This .system would cover and protecta 11 the mai«- 
commercial varieties of cotton produced and marketed ii 
India. Other changes that should be incorporated in the 
sy.stcm arc (a) to raise the basic staple length of the staple 
contract from the present level of to (b) do adopt 
the commercial system of fixation of difierenceSj (c) to relieve 
the trade from war-time provisions and (d) to decontrol the 
price fluctuations in cotton by throtving off the system of 
fixation of “floor” and “ceiling” prices. It is needless to say 
that if these suggestions are carried out the system of cotton 
futures will tend to work for the benefit of those for whom 
the futures market in cotton is maintained inasmuch as the 
staple and non-staple contracts in Bombay will cover all the 
chief trade varieties. Cotton which used to pass under the name 
of “Bengal” will be amply provided for in the third contract 
to be workably only in Karachi. Such a system will then 
have a reasonably fair chance of becoming permanent and 
eftective in its working to the satisfaction of all concerned 
with and interested in our cotton. 


Of course the difference of opinion as to the number 
of contracts in a system of cotton futures is bound to prevail 
as it has been done in the case for the last so many years. But 
the well-informed and more enlightened section of the com- 
mercial community should now come forward and cement 
this difference once and for all by adopting a system which 
should go a long way to achieve the largest good of the largest 
number. We therefore feel that the time has now come when 
the authorities should not hesitate in giving a proof of their 
courage of conviction and boldness of action by implementing 
the required changes in the system at the earliest moment. 



215 


SYSTEM OF COTTON FUTURES FN INDIA 

VII 

Conclusion— To sum up, it may be observed that (1) 
the system of cotton futures in India has ^\orked on the 
basis of 7 contracts during the World War No 1 and on the 
basis of a single contract during the World War No 2, (2) in 
fetween the two great wars the trade worked on the basis 
mfivc and three contracts, (3) for the list 30 years from 1916 
1940, the method of “trial and error” was followed with 
the result that the system continued to drift on without arriving 
at any concrete structure of a scientific scheme of futures (4) for 
one reason oi another it has not been found possible to 
render the system free from doubts, suspicions and misgivings 
till non, (5} the time is now most opportune for reconstruct- 
ing the entire structure of the sv stem of cotton futures m India, 
(C) the system should be made perfect in all its aspects and 
phases so as to embrace all the principal commencal varieties 
of Indnn cotton nhich would suit the many sided require- 
ments of all the sections of the trade, etc and (7) the revised, 
reorganised and reconstructed system should be able to ulti- 
mately stand the test of all fundamental principles of the 
tlicory of futures trading m an agncultunl commodity like 
cotton 


jP*" C Dholalia, Pk D ^ is Professor of Colton Industry in the 
I ratapsuihji College of Gommerccy Baroda 
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V Cdtnaof niini in Portuguese 

(<'rri(f!iy in Ijuiu. ^vns oj)eiu'(l in lAIf) m Goa soon aftci AJbu- 
'Hirujiu' (•oiirjnci'ccl that poit iVfnti the Ivingdom of Bijapur 
aini hcif; money in gold, .-.ilver atid cojjpcr was forthwith 
coined.’ In order to make this near money current in Goa, 
Albufjuerqne deereefi that ‘‘no one should kccjj any of the 
<-oinag<: of' the Muhammadan King in Ids liousc, nor make 
use o' it under •^cveve jienaltics ; but whoever had an\' sJiouId 
('arry it to the ndnt and get it e.\r.)iangcd for 1dm rvitli that of 
the King of i’oriugal."*'^ At the same time the Hindu coins 
in use at (Joa were a]Io\\ed to remain iti circulation.^ 

The gold coin minted by .•Mbuqucrcjuc was tJic cruzado, 
later called the Mtinocl in honour of. Don Manoci ('1490-1521) 
the rcigtting momirch of Portngnl. The weight of this coin 
was about 59 giains whidi thus confoi med to the Pagoda 
weight standard, in size also it conformed to the Hindu 
coin. On the obverse the cruzado had a cross of the order 
of Christ and on the re\'crsc an armillary sphere, the device 
of King Manoel. .Albuqucrcjuc also issued a mcio or half 
hlanocl which as its name indicates weighed and was in value 
equal to half the cruzado. It had the Latin ^vord mea meaning 
mine and the royal Crown of Portugal on the obverse and an 
armillary sphere on the reverse. Xo other gold, coins appear 
to have been struck at the Goa mint during Manoel’s reign. 

In silver Albuquerque issued a coin called the espera 
and another a half its value, the maia espera. These coins 
weighed about 25 and 12 grains respectively and had the same 

1 I. B. B. R. A. S. XrV, eOt); Commentaries II, 128-130; N. Girc. 1912.,- 
J35S4,'l3805. 

2 Commentaries II, 131. 

3 J. B. B. R. A. S. XIV, 2G9, 402. 

4 N. Circ. 1912, 1.3584; J. B. B. R. A. S. XIV, 270. 
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<lc\ ices, the cross of tlic order of Christ on the obverse and an 
.irmillnr> sphere on the reverse ’ The issue of these silver 
pieces was suspended m 1*319 and no more silver struck in 
Goa till K)50 2 

The copper coins struck by Albuquerque were the Icals 
and dinhciros or dinliciros cepaquas as they were finally 
railed ^ riic average weight of a leal was about 12C grams 
and It h id on the obverse a cross of tlic order of Christ and 
on the reverse the ever recurring armilhrj sphere ^ The 
dinhtiro Ind a simil ir reverse but had the arms of the Portu- 
guese King on the obverse Three of it went to a leal® 
Jlclow the copper senes was a tin com called roda issued by 
the Senate orcit> autliormcs of Goa soon after the mint of tlie 
cit> started work Tins com had on tlic obverse a wheel 
(roda) of St C ithcrinc, the patron Saint of Goa and on tlic 
icvcrsc tile coat of arms of Portugal This fashion of using 
tin for coins came from the Portuguese far-castern possession, 
Malacca, and spread later to other Portuguese mint cities, 
like Dm ami Damui * All the Gov coins, gold, silver and 
copper, were issued without an) mint mirk there being at 
that time no other Portuguese mint m India A mint mark 
was probabi) first introduced after a mint was established 
at Cochin in lOlI for the issue of copper ba^arucco, and in 
150)8 for the issue of gold and silver pieces The mint marks 
subsequent!) adopted at the Goi mint arc a v\liccl, GAG, 
GOV DGO V and DEGO\ ' 

AHiuqiicrqiic’s sclicmc of coin igc was avow cdlv adopt- 
ive, tlicrc IS nothing original either m his vscight standard 
or m Jus nomenclature He mere!) gave old Portuguese 
names for new coins and for size and w eight took for Ins models 
the coins he found m circulation in Goa,® a procedure simi- 
lar to that Mulnmnnd bm Sam 

J Oinin-ntanrs ir I-’i J K B K \ S \IV J'l N I P i3 
-* N Carr I jl.' n*'* '• 

3 Cuntm-ntarii^ II IJ'l I3J>. | B II It \ S itc rii 
-t N I P S3 . J 11 it K \ S lor cii 

•S (ijnj’nrntarir^ J<»r cM f B B It \ S I >c rjt N I P J < cjt 

f I B n ;i \ s 

" N r.rc IftlJ ItvlS 

t* cf J 11 ii n \ s \i\ ,»To -lo.* 



248 


PAPERS IN ECONOMICS 

As already noted above, after the conquest of Goa in 
1510 gold coins were issued for a short period only. Their 
minting was then discontinued till 1549. But in the mean- 
while St. Thomas had been adopted by the Portuguese as the 
patron saint for India and his effigy was stamped on the new 
;gold series initiated by governor Garcia de Sa (1548-1549) 
■during the reign of Don Joao III (1521-1557). This coin 
was called S. Thome or St. Thomas. It had the crowned 
arms of Portugal with Latin abbreviations of the King’s 
name on the obverse and the figure of St. Thomas, standing 
with letters S and T on each side and the Latin legend “India 
Tibi Cessit” on the reverse. The weight of the S. Thome 
was 193j grains. From this time onwards until the closing 
■of the Goa mint in 1869 all gold pieces issued from it were 
called S. Thornes. On some coins the saint was seated, on 
ethers standing and on still others there was only the cross 
of St. Thomas.’ A quarter S. Thome was also issued by 
Garcia de Sa,^ but the lower denominations were not called 
half, quarter, etc. The terms S. Thome was used in a generic 
sense and its various denominations Were reckoned in terms 
of their value in silver coins issued about this time and called 
the Xerafins. Thus we get S. Thornes of 12, 10, 8, 5 Xerafins.^ 
Ko S. Thome of 12 Xerafins was issued till 1762 and the value 
in Xerafins was not displayed on any S. Thome’s earlier than 
1776.'* 

The minting of silver coins was also suspended in 1519 
and after that silver coins were struck at the Goa mint in 1550 
when the Viceroy Alfonso de Noronha ordered the issue of 
silver pieces. The cross of Christ device, however, was not re- 
newed. The new silver issue had the likeness of a saint stamped 
■on one side and the coins of this series were known as silver 
S. Thome’s or Patacoes.^ But whereas the gold coins dis- 
played only the effigy of St. Thomas the figures on the silver 
pieces are those of St. Sebastian, St. Philip and St. John 


1 N. Circ. 1912, 13585; J. B. B. R. A. S. XIV, 412. 

2 Ibid., ibid. 

3 N. Circ. 1912, 13316. 

4 N. Circ. 1912, 13591, Cf, M. G. M. 53 (No. 3). 

5 J. B. B. R. A. S. XIV, 413. 
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the patron saints of tiic respective kings in whose reign the 
pieces were issued. In 1569 Government regulations were 
issued to strike a silver coin of 22 grammes or 338 • 8 grains witli 
tlic efiigy' ofSt, Sebastian on one side and the arms of Portugal 
on tlic otJicr. Half denominations were also to be issued. 
The coins were to be called Xcrafim and half Xcrafim. A 
smaller silver coin called Tanga weighing -1*4 grammes or 
67*6 grains was also instituted.* The copper value of the 
Xcrafim from first to last was always kept constant at 300 
rcio, but its weight varied greatly in the course of 300 yeans 
during wliich it was used. In 1509 \vhcn it was first minted 
•it weighed 19 grammes or 292*6 grains, though according 
to regulations its weight was fixed at 22 grammes ; from 
3010 to IGOO, 11 grammes (169*4 grains) ; from 1050 to 
3720 about 10'4 grammes (160-10 grains) and from 1726 
.onwards only 0*8 grammes (89*32 grains.)* About 
1591 the Goa authorities introduced a new silver coin in their 
currency. Tins \vas the Tanga. Originally the weight 
of this coin was about 72 grains, thus definitely linking it with 
the larhi of Ilyapur. But just as we find the weight of the 
Xcrafim progressively reduced, similarly the weight of the 
Tanga also underwent change and we find that during the 
reign of Don Filippo (1021-1640) the Tanga issued from Goa 
weighed only about 40 grains. Along ^vith the tanga was 
minted the half tanga wliich also suffered similar vicis- 
situdes.* The word rupee did not appear on any Goa 
coins till 1775 svhen a coin weighing 1G5 grains was issued 
witli the legend Rupia stamped on it.** 


The Diu mint >vas opened in 1085. Till that date coins 
for circulation at tliis place, Xcrafim. half Xcrafim andTangas 
were coined at Goa and are mentioned as having been specially 
Issued for Diu.® The coins struck at Diu mint followed the 
•Goa issues in weight standard, devices and legends. 


1 N. Qrc. I'.UlMSSflO.iasCT. 

2 N.Grc. 191iM3sa7. 

3 N. 1. P. TA. 

4 N. arc. 1913,3'!. 

-3 N.CSrc. 1012, 13314. 
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Besides gold and silver coins the Portuguese also issued 
coins in tutenag and copper. Some coins of the latter metal 
have been already noted. The early copper coins of Goa were 
leals or bazrucoes. Later on was introduced another copper 
piece called the real, live of which ^vere equal to four leals. ’ 
During the eighteenth century the copper coins consisted 
of the Atia equal to 15 reis, half Atia and quarter Atia. In 
tutenag we have five bazaruco pieces varying in weight bet- 
ween 130 and 146 grains. Both the varieties of coins have 
a crude and imperfect representation of the crowned arms 
of Portugal on the obverse and the cross of the order of Christ 
with the date on the reverse. ^ 

Coinage of the East India Company : — In 1671 the Court 
of Directors, agreeing to Aungier’s suggestion for a mint at 
Bombay, gave permission to establish one on the island.. 
By the end of December of that year striking of coins had 
begun, but it was restricted to copper and tin only, Aungier 
was all ready to launch the project vigorously and had pre- 
pared specimen silver coins called Angelina. The gold coin 
according to him was to be named Carolina, The copper 
pieces were to be called Coperoons and the tin ones Tinnies.® 
The mint continued to coin the copper piece which passed 
current in the island of Bombay, in the adjoining Maratha 
kingdom and also in Portuguese territory. The minting 
of gold and silver remained in suspense.'’ Meanwhile the 
company pondered over the question and in 1676 the Bombay 
factory was permitted to coin money of gold, silver, copper,- 
tin, lead or any metal compounded of these, and to be called 
rupees, pices and budgrooks or any other name not current 
in England.^ 

The weight of rupees minted in Bombay during the- 
reign of Charles II varied between 167-8 grains to 198-2 
grains. These coins represent two or three types of legends 
and devices. One type of rupee had on the obverse withirt 

1 Whitevvay, 08. 

2 N. I. P. 55-50, 01-03 ; N. Chx. 1912, 1.3310. 

3 E. F. I. 1670-1077, .52-5.3 ; N. C. 1900, 355. 

4 E. F. I. 1070-1077, 108. ■ ’ ' 

5 N. G. 1906, 357: Thurston, 16-17. • ■ ■ ■■ 
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.1 beaded circle the words “Moii Bombay Aglic Rcgims 
A 7” and in the outer circular margin “A Deo Pax Incre- 
mentum ” The reverse had a shield of arms of the Company 
within a beaded circle and the words ‘Tnd on Hon Soc» 
Aug ” in the outer circular margin Still anothci type had 
on the obserse (he words “The rupee of Combaim” in the 
centre with the words “By authority of Chailcs the Second 
1077“ around, and on the rcccrsc wcrcthcroyal arms of 
Knglaiid in a ‘sliicid with a crownabocc the whiled and the words 
“King of Great Britain, France and Iicland” around Still 
anoiJicr type had on the obeerse a shield of arms between 
two wrcatlis and on tlic reverse the woids “Pax Deo” within 
i beaded nrclc and the words “Moncta Bombainsis” with 
nr without date around ’ With the second type mentioned 
above iht regular issue of dated coins appears to have begun 
1 he fanciful names of Auiigicr were now discontinued * and 
the Sliver coins of Bombav wcic hnown rupee' Half 
rupees of the last type were aUo minted® A silver rupee 
of James 11 struck in 1087 confirms to tliclasl types of Charles 
n rupees mentioned above ^ Copper picc with devices 
and legends similar to the fust tv pc of rupees already des- 
cribed were minted probably from the same die as the rupee ® 
later copper coins were issued wiili company s bale-mark 
(Ml the pice and half picc and the English crown on the double 
picc The reverse legend on these pices was “Auspicis Regis 
cl Sonaius The minting of this tv pc started early in tlic 
cightccntli century and continued till the reform of East India 
Coinage in 18T5 

The company soon discovered that thc\ could not con- 
ttmiccomingrupccs v\ith the name of the English king, but 
had toconfrom to the Mughal types So that we find that the 
English gold and <il\cr coins I'sucd during (lie eighteenth 
cciuurv Were exact copies of the Muglial coins under Shah 
Ahm II 


1 \tlMi la? las I \ ISS» 314 -is, n.r^ton 10 
J \ ( iw* a r 
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For the Madras' Presidency the company first adopted 
-the pagodas, fanams and copper coins known as cash. These 
-were coined first about the year 1671 at Fort St. George ; and 
in 1686 a charter was given to the company to coin any money 
•such as was usually coined by the South Indian rulers. With 
■the establishment in the South a Muhammadan principality 
at Arcot we find the company adopting also muhars and 
rupees. The Arcot mint of the company was ' established 
in 1748 and after that we find the company issuing coins in 
accordance with both the monetary systems of India, striking 
muhars and pagodas in gold, rupees and half and quarter 
pagodas and fanams in silver and copper coins of various 
denominations with Tamil legends.’ 

The establishment of an independent coinage in Bengal 
was of a much later date. Until the year 1757 the only indul- 
gence granted to the company was the privilege of having 
bullon converted into coin at the mints of the Nawab, which 
were at Dacca, Murshidabad, and Patna. ^ The company 
was permitted to have a mint at Calcutta in 1759 or 1760. 
•“You shall coin gold and silver of equal value and fineness 
-with the Ashrafees and rupees of Murshidabad in the name 
.of Calcutta. In the suburbs .of Bengal, Bihar and Orissa, 
they shall be current.^ 

The only gold coins the company issued in Bengal were 
the old and new standard muhars known as the “19 sun siccas” 
as all of them bear the 19th year of Shah Alam’s accession 
on them. The old standard coins have oblique milled edges 
and weigh 190 grains, the new standard have upright milled 
edge and weigh 204 grains, but being of a lower degree of 
fineness were equal to the old in value.'’ 

The first silver coinage issued from the Calcutta mint 
-cwas known as “four sun siccas of Alinagar — Calcutta” called 

1 Thurston, 29-38 j Atkins, 133, 163; I. M. C. IV, 140-145. 

2 Atkins, 132. 

3 J. A. S. B. 1893, 53. 

4 Atkins, 149. 



INDO-EUROPEAN COIVAGE 

by that name because they N\crc corns mmted or bearing tlie- 
figurc the fourth regnaJ year of Emperor AJamgir II The 

ob\crsc of thc<c coins had the following legends 
:X- sUib and the reverse gate the mint 

name and regnal year f /*-* ^ 

There arc many aanctics of rupees Besides Calcutta 
they \Ncrc struck at Dacca, Aluishidabad and Patna 
mints The coins shou part only of the legend and are diffi- 
cult to distingmsli from Mughal issues An improvement 
uaSjhoucvcr.cfTectcdm later years and one date only appears 
on all rupees struck after tins They bear the date 19th yeai 
of the reign of Sliali Alam II These new “10 sun siccas” 
ucrc declared by the company to be the only one allowed 
to pa^s as authoritatuc [corns * In 1790 machinery was sent 
out to Calcutta from England and coins of modern type with 
milled edges ^vcrc stiuck * 

Indo-french^ — The pagodas issued by the Trench 
East India Company bore on the obverse the figure of Vishnu 
and on the reverse on a granulated surface (an essentially 
Maliomcdan dev ice in deference to the wishes of the Maho- 
medan states of tliat period) This com was of the same value 
as tliat of the stai pagoda of the English Company, tlie Dutch 
pagoda bearing the legend Tagnapatam and the Danish 
pagoda of Chnsinn VII Tins crescent pagoda ceased 
however lo be mmted long before the revolution, the Pondi- 
t.\-icTr) mint having issued thcreaTtcr only three Sw ami Pagodas 
for the use of the settlement of Vanaon, similar to Madras 
pagodas, witli the figures of Vishnu and his consorts, on the 
obverse and tlic crescent on the reverse 
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Coining to tJic money, Fanams began to be issued 

in the ycarl 700 and t^venty-.six of these went to a gold pagoda. 
TJiesc fanam.s were originally made as nearly as possible of 
the standard then, prevalent in the country. But the value 
of the currency having increased they were soon taken ot 
of the country as there was profit in exporting them. The 
Company thereupon devised a system whereby fanams of 
less weight, but still t^v^enty-six to the pagoda were issued, 
though really thirty-tv'o of these ^vere equivalent to the pagoda. 
This had the effect of keeping the fanams within Pondicherry 
and its territory. The designs on these coins however conti- 
nued unaltered till the beginning of the 19th century except 
for the only change introduced by the substitution of the 
arms of the new company for those of the old company. 

Three denominations of fanams were issued, “thefanon,” 
“the double fanon,” and “the half fanon”. The earliest single 
fanam bore on the obverse, within a circle the legend “Pondi- 
cherry 1700 in the centre a fleur de lys and the reverse 
within a dotted rim four double lines forming a cross and 
joined by a circle with a fleur de lys in the centre. The 
double fanam had on the obverse a dotted rim within a dotted 
circle, a fleur de lys beneath a crown ornamented with fleur , 
de lys. The reverse followed the fanam. These types a.e 
essentially French, for there appears to have been no restric- 
tion imposed on the types of the silver and copper coinage 
of the country. The two types of fanams above referred to 
were evidently issued by the first company. The coins by 
the second company bear no distinctive marks to indicate 
the year in which they ^v■eIe issued. They comprise single 
and double fanams bearing on the obverse a small crown 
ornamented by a floral design and on the reverse five fleur 
de lys. These arc ordinarily met along with the Puducheri 
or “Koli kas” in the bazaars of almost all the Southern Dis- 
tricts. The archives of the Pondicherry mint having beer 
destroyed and the dies having disappeared, it is impossibh 
to assign these fanams to any particular period. The type o 
-fanams of the third period is that bearing on the obverse th( 
'Gallic cock with the right claw on a globe, and date ; anc 
•on the reverse a crown ornamented as in the last of coins. 
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The copper coins of the comp«’iny uiiicli were of subor- 
dinate impoitancc of three tjpes, the commonest arc 1) 
tliosc with the legend of Puduchcii in Tamil on the reverse 
'and a large flcur de on the obverse, (2) the Gallic coch 
^)n the obverse and a reverse which is the same as that of the 
first type. 

The Trench rupee, w'hich in course of time was greatly 
( in request as of the finest silver obtainable m India durintr 
; those times, was after the model of the Arcot rupee But it 
^ was issued neither in the name of the company nor of the 
‘ Trcncli Government, but in the name of successive Muglial 
j Tmperors as was done by the English Company 

I 'I he settlement of Yanoan, Masulipatam, Mahe, Chan- 
I dranagoic and Surat had each their distinctive coinage The 
Yanoan Pagoda liad on us obverse, three figures, standing 
>Vcnkatcsuam and his two consorts, and on the reverse, on 
a granulated suifacc, the cicsccnt as on tlic Pondicherry 
jngocin The com ivas minted at PonditJicrrv for the use of 
tlio 'citlcmcnt of Yanoan Silver rupees and copper dubs 
weic coined for the settlement of Masulipatam, 10 to 18 dubs 
hiving exchanged for a rupee The lupcc' v\crc much like 
those of Pondicherry and their distinctive mark was a trident 

Tlic copper dubs bore on the obverse the name of the 
Ecliu Emperor and gave the \cai <if his icign and on the rc- 
icrsc tlic legend “Matclupatlian’ and the regnal ye ir Rupees 
and fanams intended to meet the cxigencK" of the h>cal cur- 
fciicv of Mnhc were struck at Pondichcrrv Though ol the 
"'line fineness and wciglu, these coins were slightiv broader 
dnn those intended for 11*10 m Pondichcrrv and were not 
received as Icg.il tender m tint settlement Five of ihc«c 
fainrns went to tlie rupee and fifteen bichcs f/ai'Os) in 
copucr funned tlic value of cath fmam Half and qn.irtcr 
rupee as m Pondicherry were abo struck for Mahe The 
Malic fanam h.vd on its obvcrc a Persian legend m two 
“ "Pannm Conipanic” and on the rcvcrNcm two lines “Bhut- 
chcri" P and the vear of the Christian Era The Bichcs 
bore on the obverse five ficur de I)« and on the reverse the 
xcai of issue in the Christian era 
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The privilege of coining money in Bengal was obtainecT 
in 1739 by Ai!. Dupliex and a thousand piastres were sent to 
Murshidabad for being converted into rupees for the use of 
the settlement of Chandranagore. The rupees so struck were 
in the name of the reigning Emperor of Delhi giving his regnal ’ 
year as in the Pondicherry rupees, but bore the distinguishing- 
mai'k of a Jassaminc flower. The denomination ranged from 
to 1/6 d of a rupee. 

In 1740 the privilege of coining rupees for the use of the 
factoiy of Surat was obtained from the Alughal Governor oF 

that place ; these bore the words '^J'^ and gave the 

name of the reigning Empei or of Delhi with his regnal year 
and the Hijri date, 

Indo- Dutch and Indo-Danish Coinage . — The coinage oF 
the Danish and Dutch East India Companies followed- 
closely that of the English and French companies. The 
Dutch coined gold pagodas atPulicat and .the Danes at Tran— 
qebar^ in imitation of the Hindu coins as the other two- 
European companies had done. 

A Dutch mint was established at Pulicat in the Golconda- 
kingdom in 1646 and gold and copper coins were issued from 
here in the name of Abdullah Qutb Shah. The gold coin- 
was the Pulicat pagoda^ whereas in copper they issued- 
1, 2, 3, 4, 5, and 8 cash coins. ^ These copper pieces had- 
on the obverse the bale-mark of the company with a P above- 
and on the reverse a corruption of the word “Palleaatta’^' 
and in the field a G. Perhaps the initial letter of Geldria. 
the name which the Dutch gave to their fort at Pulicat.'* 

In 1690 Negapatam became the head office of the Dutch- 
Company on the Goromandal Coast. It is likely that the coin- 
age of the Pulicat pagoda ceased shortly after this date. The^ 


] Relations 92. 

2 Sea Pagas 52-52 ante. 

3 N. Girc. 1936, 123. 

4 N. Giro. 1936, j 125. 
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I’uhcat gold and silver coins mentioned after this date were 
perhaps the coins known under this name but struck at Nega- 
patam ’ The copper coins of Negapatam have on the ob- 
icrsc an N standing for Negapatam and the letter V O G, 
jqitials of the Dutch East India Company’s name, Vennigte 
Ostmdishc Gompagnic The icvcr e of these corns gives 
tlic mint name in Tamil Some of the coins have a P on the 
obverse for Puheat and the letter V O G and a representation 
of t!ie sun and the moon on the reverse with the mint name 
in Persian as •— .Cdj 


On the Malabar Coast at Cochin the Dutch issued silver 
fanams and tm and copper coins At Madura and Tuticonn 
they iseucd pagoda and at the latter place they struck rupees 
m 1788 and 1780, but these have not yet come to light ® 


The Danes came to India in 1G18 and obtained a foot- 
hold at Tranqcbar and later at Porto Novo and Calcutta 
They Issued silver, lead and copper coins/ Gold pagodas 
of the reign of Christian Vlf (17CC-3808) are known * The 
Danish siUcr coins, like other European is'ucs in the Soutb> 
were called fanaos The first sdver com under Christian V 
(1G7O-1670) was called a Piaster, but the name was soon 
ciniigcd to the one current m the country One fanao, 
2 fanao and 5 fanao pieces are known The name continued 
fill I74G After tiiat date tlic com uas called Royalmer 
uhich «oon clnngcd into Rojalin The Royalm ® was m 
rcalit) a half rupee piece 


Danish copper coins nerc the standard South Indian 
Cash pieces, the cash com ratting m weight between 12 to 
Ih grams One, two and four cash pieces of Danish mintage 
common Lead 4 cash pieces were also issued ’ All 
the Danish coins cxliibit on the obverse the initials of name 
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of tlic reigning Danish king and on the reverse Danish heraldic 
devices in some eases in initials DOC (Dansk Ostindisk Gom- 
pagni) in a monogramandthename of the coin or its denomi- 
nation in others. In some eases the reverse shows only the 
initials T. B. w'hich stand for Tranqebar. 

From the point of execution and workmanship the Indo- 
European coinage fell far sliort of the high standard obtained 
in Mughal issues. Speaking of the Indo-European coins in 
general Captain Tufncll observ'cs : “When one looks at these 
rude caricatures of coins, and then compares them with the 
clear-cut issues of the Mughals and Pathans struck centuries 
before, fine in designs and exquisite in workmanship, with 
every letter well defined and clear, one can hardly believe 
that we were posing among them as a civilised power.”’ 
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Da Fonseca, Jose Nicoiau ; An Historical and Aichseological 
Sketch of the City of Goa, . . (Thacker & Co„ 
Bombay, 1878). 

Giogan, H. T. : The Gold issues of Goa, (Numismatic 
Circular, 1912, Vol. XX, pp. 13683-13693) 
JV. Ctfc, 


Grogan, H. T. ; The issues of the Diu Mint. (Numismatic 
Circular, 1912, Vol. XX, pp. 13309-13316). 

Gtogan «-V6hriI‘'T"''^;ji“‘'“ --C'oss 

VoI.Siy^'3i5“«-ular,19l^ 

Grogan, H. T. : The Silver hsues of Goa • The 0 • 

k~„b, 1„ , c™ , „ , 

1890) ■ '‘'"P‘'“’'>Nacional, Nova Goa, 

The EAST-fo>,;^ Company 
A'Im. J. ; A Rupcesttuck byGeoireTh 

»l^,Vol.4i.;^Tho,nas. (J.A.s,B..r 

A'Uns.JamesiTh,, Coins and Tot 

Colonies of fhe ’^'’^^“-oiis and 

___^“or„ch London, "a ^) 
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Aubcr, Peter : An Analysis of the Constitution of the East- 
India Conijiany. . .(Kingsbury, Parbury, and 
Allen, London, 3S2G). 

The Pifth Report from the Select Committee on the affairs 
of the East India Company. Vol. I, Bengal 
Presidency. (J. Higginbotham, Madras, 
3SGG). 

Foster, William : A Note on the First English Coinage at 
Bombay. (Numismatic Chronicle, 1906, pp. 
301-357) .Y. C. 

Johnston, J. M, C. : Coinage of the East India Company. 

(Numismatic Chronicle, 1903, pp. 71-98). 

Kotwall, C. E. : A Bombay Plalf-Rupcc of Charles II. (J. A. 
S. B., 1921, Vol. XVII, pp. 17-18). 

R. S. : Coins of the English East India Company under 
Great Britain. (A. J. N.,’ Vol. XI, No. 4r 
(April, 1877) pp. 90-92). 

» 

Ruding, Rev. Rogers : Annals of tire Coinage of Great Bri- 
tain and its Dependencies, 3 Vols. (John 
Hcarnc, London, 1840). 

Stagg, H. : A Brief History and Description of His Majesty’s 
Mint Calcutta (J. A. S. B., 1930, VoL 
XXXVI, N. S., pp. 15-22). 

Thomas, Edward : The Coinage of the East India Company, 
at Bombay under the charter of Charles II, 
with a note on the Indian Exchange of the 
Period. (I.A.2 1882, Vol. XI, pp. 313-319). 


1 American Journal of Numismatics. 

2 Indian Antiquary. 
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Thomas, Edward Coins of the East India Company, jn 
Bombay under the Charters of Charles 11 
(Numismatic Chronicle, 1883, pp 40 54) 

Tiiuraton, Edgar History of the Coinage of tlic TerntoneJ 
of the East India Company m the Indian 
Peninsula and Catalogue of the Coins in 
the Madras Museum (Superintendent, 
Government Press, Madras, 1890) Thurston 

Thurston, Edgar Note on die Hrtory of the East India 
Company (Coinage from 17i3 1835) J A 
S B , 1893, Vol LXII, Pt I, pp 52-84) 

Zambaur, E V The Oldest Bnli'^h Murshidabad Rupee 
(J A S B,1913, Vol IX, pp 483-484), 


Damsii, Dtrrcit and PitENai issue in India 

Dcsikachan T Indo Trench Coins (Tnchinopoly, 1930) 

Hcras, H The Danish Coins of Tranquebar (J A, 
S B , 1934, Vol XXX, N S , pp 79-80} 

Hultzsch, E Dani'h Coins from Tranquebar (I A , 
1893, Vol XXir, pp UC-I22) 

Mcnon, V. K Rama Dutch Doits (Bulletin of the Sri 
Rama Varma Research Institute, No 3, 
1934, pp 52 50) 

Rangachan, T M , and Dc’ikachari, T Indo-Danish 
Coins (I A , 1895, Vol XXIV, pp 22-28). 

Rea, Alcjcr Monumental Remains of tlic Dutcli East India 
Company in the Presidency of Madras 
( Vrchxological Survey of India New Impc- 
nai Senes, Vol XX\') (Madras, 1697) 
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Directorate of Technical Training 

(iii) In collaboration with government factories, rail- 
ways, Provincial Governments and civil industries the Direr- 
toiate piovides facilities for further technical training for such 
• demobilised technicians as may need them for purposes of 

civil employment. Under the Scheme relating to the Teclinical 
training of demobilised services personnel, provision has been 
made for the training of 30,000 technicians per year in diffe- 
rent engineering and building trades. The number of seats 
sanctioned so far, however, is approximately 10,000. The 
Scheme aims at securing an adequate supply of skilled person- 
nel for the post-war development schemes, both Government 
.and private. 

Directorate of Vocational Training 

(iv) This Directorate has prepared a scheme for the 
training of demobilised persons in non- engineering trades 
and vocations. Provision has been made for the training of 
39,000 persons at a time and training facilities are being pro- 
vided for in collaboration with both the Pmvincial Govern- 
ments and private institutions. 

Directorate of Publicity 

(v) This Directorate organises publicity with a view 
to popularising the absorption of demobilised persons in 
civil employment. It canvasses private employers on their 
behalf also. 


Disabled Services Personnel 

(vi) In addition to the above, a scheme for tlic rehabil- 
itation and resettlement of demobilised services personnel 
has also been sanctioned. It provides for the rehabilitation 
and training of disabled sci'vices personnel in a large numbci 
of clerical and commercial occupations and engineering, 
building and other technical trades. Training i-s also provided 
for in professional and semi-professional occupations as also 
in cottage industries and agriculture and allied occupations. 
Piovision has been made for the. training of a total number 
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of 7,000 disabled persons per year- Prior to demobilisation, 
<lisablcd sendees personnel are treated at Sendees convalcsecnt 
Rehabilitation Centres. Here attempts are made to remove 
the physical and medical disabilities to the extent possible. 
Thereafter, they arc sent to the Basic Training Centres, 
^vherc the actual benefit they will dcriv'c from any special 
training is ascertained. Persons found unfit or falling below 
the prescribed standard arc discharged. The remainder arc 
transferred to special training ccntics for further specialized 
training. It is of intcrc.st to mention here that whilst the 
.S. C. R. Cs. are run by the Services the Basic and the Special 
Training Centres arc managed by llic Labour Department 
itself. 


Training for Ex-Service Women 

(vii) A scheme for vocational training of cx-servire 
■women lias also been sanctioned. Its object is to train ex- 
service women in useful occupations in order to enable them 
to take up independent careers. Tiaining facilities arc being 
provided for 1,000 women per year in the first instance. 
Tlirec centres, one each at Delhi, Bombay and Madras, aic 
being set up. Trainingfneilitics will also be provided at sclcct- 
-cd institutions, both Government and private, 

DlRnCTOR(\TE or E.MPLOYMENT 

(viii) A Directorate of Employment is in the process of 
formation whose function will be to tap all available sources 
-and explore nc\v avenues of employment for demobilised 
persons and keep abreast of all schemes of post-war dcvclop- 
Tnent both til ibc ttmie and m the Provinces. The mam 
function ot ihi** Directorate, as is obvious,wiU be ‘'Employment 
rinding." 


Factors Affecting Une.mploymf..vt 

5. IVith a view to providing employment to the persons 
thrown out efforts Iia\c been made to assess the lc\cl of em- 
ployment at the end of August 191.7 and the shrinkage 
that occurred in it thereafter. 
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6. Due to the sudden termination of hostilities and the 
consequent stoppage of war-time demands, the economy of the 
country tvhicJi w^as formerly hitched to total war production 
has been tempoi arily thrown out of gear. The unflagging high 
pressure demand by Government for goods and services of 
all kinds during war-time stepped up production to unprece- 
dented levels and created a stage of demand for labour which 
Avas as near an approach to full employment as any attained 
in this countiy. 

7. The fall in employment consequent on the cessatioii 
of war is due to the followins" causes : 

(i) Discharge of workers from factories engaged in war 
production ; 

(ii) Releases from the Defence Services ; 

(in) Curtailment of workers from ancillary services; and 

(iv) Diminution of economic activity, and shrinkage 
in the volume of tiade, transport, etc., due to an all- 
round reduction of Government expenditure and. 
cancellation of contracts. 

In assessing the extent of unemployment that may be- 
created owing to the play and inter-play of these various 
causes, it would be necessary to bear in mind the peculiar 
structure of Indian economy. Outside Government service, 
employment in this country may be grouped into two broad 
divisions, rural and urban. While the former is mainly agri- 
cultural the latter is connected with industrial activities and 
trade. It will not be out of place to mention here that during 
war period two important tendencies were observed. A 
very large number of persons living in rural areas moved to 
urban areas in search of employment and it is anticipated 
that 1951 census would peihaps show an increase of about 50%. 
in the urban population over that in 1941. The second 
important factor is that Indian labour has now attained a 
greater mobility and has migrated outside the districts and 
provinces of residence in search of employment. 



DENfOUILIZATIOV AND RESCTTUVFNT Cl 

While the majonty ofthc younger people who arc thrown 
out of war-work or rclea'^cd from Services would gravitate 
towards the cities and urban arca«, the older among them 
who have not acquired any special “.kill may tend to go back 
to agriculture or other rural occupation-> It is estimated that 
about 50% of cx-scrviccmcn would prefer to go back to agri- 
culture and allied occupations Almgsidc of the cvccution 
of plans for industrial expansion and increased urban employ- 
ment we will also liavc to re organise our agricultural 
economy so tliat a proper balance might be cstablisiicd betw cen 
agricultural and industrial employment 

rnoGRESS or dfmorilisatiov avd estiwafe of discii\rges 

8. Phase I of demobilisation m Services commenced 
on October 15, 1945, and within G weeks it was estimated that 
approximately one laUi of persons %vcrc discharged from 
Army Training or Release Centres Tlic persons discliargcd 
were those who had «cr\ icc oficss than si\ months’ duration 
It was considered necessary to release these men first to make 
room for further demobilisation 

Piiasc II of demobilisation commenced on the 15th of 
November and since then more than 9 lakhs of personnel of 
all ranks were demobilised from the three services up to the 
end of Augu«l lOlG Tins figure comprises releases from 
Navy, Army, Air Force, 4VAG (I) and State 1 orccs 

According to a press quotation the total decrease m the 
strcngtli of tilt Navy since the commencement of demobilisa- 
tion and up to August Jl, 191C amounts to 18,001 made up 
of 1,558 oTiccrs, 10,307 ratings and 57C WRINS 

Since V-J Day and up to the end of August, 882,011 men 
and women were released from the Indian Army Of these 
5,010 were WACfl) personnel. 

Net decrease of officers serving in the Indian Army in all 
tlicatrcs IS now 10,431 A total of 853,104 Indian ranks, 
including 30,375 civilians, have also been demobilised. 
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1 he total number oflndiau State Forces personnel returned 
now amounts to :;2,ri07. Nepalese returned to Nepal amount 
to i n officers and other ranks. 


I'he total releases up to the end of August 1946 from the 
JUAF amount 16, 9:19 viz., 142 offieers, 6,902 airmen, 6,885 
(Uiiollcd followers and o] non-combatant technicians. 


IliseiiARcivS PROM Cpn'tr.al Govern.me.xi’ Depart.ment 

ti. According to Lnhour Garjilc about 640,000 pcisons 
have been discharged by tlic Departments of the Central 
Government between the ist September, 1945, and June 1946^ 
'These lall under the following categories : — 


Adir.iuiuralii e Skillal and Un-sUHcd 
and Siipm lyny Sfini-^hillrd 


Clerical Total 


ttl.riUit 




•t.(!r.,OfiO 25,500 (!;3S,000 


Esti.mates or Future Demobilisation and Discharges 

10. It is estimated that another seven lakhs of persons 
will lie discharged from the Services up to the end of March,. 
1947, and the entire WAG (I) organisation -will be disbanded’ 
by that date. The discharges from the Central Government 
Departments arc also likely to continue for at least sometime 
more. Estimates of discharges by the Provincial Govern- 
ments have not been assessed nor are the figures of discharges 
from private factories, etc., which were directly or indirectly 
dependent on war efforts. Attempts have not been made to 
assess the shrinkage in tertiary employment nor the loss in 
employment due to tlte withdrawal of allied forces from 
India, particularly the forces of the U. S. A. It is, however, 
opined that shrinkage in employment due to, facts enumerated 
above will be in the neighbourhood of five to six millions and 
the total number of men affected due to cessation of war- 
time activities will be approximately 6^ to 7^ millions. 
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RESrTTLENfENT FACILITIES AND ASSISTVNCE FOR EN-SeRVICE- 
MEV AND DiSCHAROFD W\R W'oRKLRS 

11 Ffron<; made so far to resettle cN-ScrMccmcn and 
tliose wliosc services liavc been classified as “W^ar Service” 
liavc been through 

(i) Reservation of po«ts m vacancies arising during the 
v\ar period , 

(ii) Provision of posts m post-vsar scheme^, and 

(ill) Special ‘schemes cncIusivcIv for the benefits of ex- 
servicemen like land colonisation, co-upcrative 
farming, etc. 

Special facilities liavc been provided for under the follow- 
ing scheme' 

(i) Under Technical Training ScJicmc of the Govern- 
ment of India, besides free training the trainees 
are provided with free board lodging and workshop 
clothing In addition, each trainee given an 
allowance of Rs JO per month Facilities for games 
and recreation, phvsical training and medical treat- 
ment arc also given 

(ii) Snnilii facilities h.avc been provided to trainees 
under the ^'^ocalIOllal Training Sclicmc, except 
that instead ofRs I") a stipend ofRs 10 per month 
js allo\\td to cicJi trainee In addition to the 
stipend the trainees arc entitled to a bonus dcier- 
mmedon ihcbasisof qualit> and quantuv ofvarious 
tvpc« of goods produced bv them 

(in) The dnvblcd arc piovidcd vMih free medical and 
‘urgical ticaimcnt and hospital care TIic rchabiJi- 
laium traminc is provided free at the centres In 
addiiion, free accommodation and rations on tlic 
‘crviccs «calc js al o allowed. 



